FOREWORD 


Prof MC Cant 
Editor 
The Retail and Marketing Review 
Department of Marketing and Retail Management 
University of South Africa 





Volume 17 Issue 1 (2021) 


r 








The world stock markets have been up and down during the first half of 2021. Many countries are still fighting 
the Covid-19 pandemic and some sectors are feeling the brunt of containment measures taken by governments. In 
Europe there are concerted efforts to try and open the economy and more and more countries are allowing sports 
venues to allow spectators. 


The retail trade is also slowly but surely edging back to the pre covid turnovers but retailers are facing many 
hurdles to overcome these challenges. An area where rapid expansion has taken place is in e-commerce. The 
past years have seen the retail landscape being revolutionised by online platforms and e-commerce. During 
2020 many companies were forced to expand their ways of doing business in order to survive — not only to reach 
existing customers but also to expand their market to a wider audience. It is interesting to note how many smaller 
businesses have entered the online and e-commerce platforms as it opens new opportunities for them. Even 
though e-commerce is growing rapidly in South Africa, it still only accounts for a relatively small percentage of all 
retail sales. Practical problems that effect the expansion and growth of e-commerce in South Africa is the high 
cost of internet and the poor quality of the internet. The fact that the electricity network is also unstable is a further 
hindering factor to growth. 


These and other factors have led to an increase in retail sales in the first quarter in South Africa but the 
sustainability of this is impacted by the level of infections in the country and the resultant lockdown measures. The 
biggest annual growth in retail sales were in household furniture, appliances and equipment as well as textiles, 
clothing and footwear. 


These positive gains and the resultant increase in optimism have however been dampened by a number 
of factors. The drastic increase in Covid-19 infections in the country resulted in stricter measures on trading 
and movement of people. Secondly the widespread criminal behaviour of protestors has led to the looting and 
damaging of a number of shopping centres. These factors will have an effect on retail activities in the next few 
months. 


The world that we all live in will not go back to normal very soon — maybe never and businesses have to adapt 
to these changes and adapt their strategies in order to survive. Sectors of the economy such as home delivery, 
online sales, take out businesses and many others have already taken huge steps to adapt to this new normal. 
Universities and other educational institutions have been forced to adapt and are now all online opening once 
again new possibilities. Similarly businesses have adapted to manage by distance- meeting can be held online and 
be as effective- but vastly cheaper. 


The world economy is bleeding — but slowly and surely the bleeding is reduced and hopefully be stopped in 
the near future. By all doing their part governments and other institutions can bring a sense of normality back toa 
world that has been wracked by a situation not expected in today day and age. 
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ABSTRACT 


The retailing industry of South Africa is one of the biggest in the African continent. The study examined the 





determinants of capital structure for listed retailing firms on the Johannesburg Securities Exchange, the 16th largest 
Securities Exchange in the world and an emblematic of emerging economies. Quantitative data was collected 
across 17 retailing firms from 2009-2018. Results from panel regression analysis supported both trade-off and 
pecking order theories while indicating that firm size, firm age, profitability, growth opportunities and tangibility are 
the significant determinants of capital structure for listed retailing firms. Liquidity was found to be insignificant. 
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INTRODUCTION 


As firms engage in their day-to-day operations, and in seeking to maximise shareholder wealth, the need to 
fund these operations and projects surfaces. Whether to finance operations with debt or equity has always been an 
important decision that firms have to make (Thippayana, 2014). It is therefore imperative that firms make the right 
decisions on whether to fund operations using debt or using equity. Such capital structure decisions affect the value of 
the firm and shareholder wealth, hence are one of the most important decisions taken by management when funding 
operations (Yinusa, Ismail, Yulia, & Olawane, 2019). 


Whether a firm succeeds or fails in its operations can be attributed to its capital structure, amongst other factors 
(Bhattarai, 2016). This means a firm’s capital structure is of great importance to shareholders, managers, as well as 
policy makers and financing providers. Firms with sound capital structures have the potential and capacity to grow 
and become sustainable. Since capital structure is linked to growth, capital structure decisions are paramount for 
economic growth. This view is supported by Mota and Moreira (2017) who conclude that capital structure studies are 
crucial to the field of finance. 


Since the existence of modern business, most companies have had problems managing their capital structures, 
with the concept of capital structure being associated with much debate, contradicting results, and controversy 
(Yinusa, Ismael, Yulia & Olawane, 2019). According to Handoo and Sharma (2014), most companies struggle with 
capital structure decisions, hence the poor performance and lack of sustainability experienced by such companies. 
In order to make sound capital decisions, firms need to be aware of the significant variables that determine capital 
structure. An appropriate capital structure is therefore associated with well performing firms, ultimately leading to a 
healthy economy. 
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Capital structure studies are centred on perfect and imperfect market structures. Initial work on capital structures 
done by Modigliani and Miller (1958) is based on a capital market where perfect market conditions prevail (M’ng et 
al., 2017). This was then reviewed to incorporate tax (Modigliani & Miller, 1963). Theories such as pecking order, 
the trade-off theory, market timing theory and agency theory have since been advanced to explain capital structure 
decisions in imperfect capital markets. Interestingly, de Wet and Gossel (2016) argue that making financing decisions 
is complicated and cannot in reality be attributed to only one theory thereby possibly advocating for multi-layered 
theoretical lenses. Though many capital structure theories have since been advanced, Culata and Gunarsih (2012) 
believe that the pecking order theory and trade-off theory are the most widely used and the most illuminating theories 
for firm specific variables. The call for further studies is prompted by the ongoing debates within the field as capital 
structure studies are marked by a lot of controversy and inconclusive results. Given that this study is positioned at 
retailing firm level, and noting the debate regarding the theories, the researchers have aligned themselves with the 
stance of Culata and Gunarsih (2012) while also applying such premises to emerging markets. 


South Africa as an emerging economy may be considered a pacesetter for other African countries. Studies carried 
out in South Africa are therefore important to the African region as a whole, and can be used to expand established 
theoretical positions. Capital structure is a vital concept in emerging countries (Vo, 2017) as may be borne out by 
the BRICS grouping. In 2010, South Africa was admitted as the only African nation to the BRICS, becoming the fifth 
member of major emerging nations, alongside Brazil, Russia, India and China (Gwatidzo, Ntuli & Mlilo, 2016). There 
is some room therefore to leverage South African studies further afield. 


Though some effort has been made to examine capital structure determinants in South Africa (Moyo, Wolmarans & 
Brummer, 2013; de Wet & Gossel, 2016; Gwatidzo e al., 2016) the retailing industry of South Africa has been largely 
side lined. Given that retailing is important to the economy of South Africa, it is necessary to examine the determinants 
of capital structure in the retailing industry. Supporting this contention, Mouton and Smith (2016) noted that limited 
research has been carried out on capital structure per se, in South Africa, and, as such, in emerging economies 
(Cevheroglu-Acar, 2018). Researchers have focused mostly on the developed countries (Mouton & Smith, 2016; 
Mota & Moreira, 2017), although there has been a recent shift towards the African continent (Gwatidzo et al., 2016). 


There is a lack of consensus, in different geographical areas, as well as different industries, concerning capital 
structure determinants (de Wet & Gossel, 2016). South Africa’s retailing industry is an important industry characterised 
by growth (Statistics SA, 2018), yet literature on its capital structure is almost non-existent. The researchers therefore 
identified the need for more research on the determinants of capital structure, especially in the retail sector, which 
may also be related to the African continent and emerging market conditions. In response to inconclusive research 
results, and the research gap in Africa’s retail industry, the contribution of this article is the determination of factors 
that influence the capital structure of listed retailing firms on the Johannesburg Securities Exchange, as an expression 
of emerging market dynamics. The research question for this particular study is: 


What are the factors that influence the capital structure of listed retailing firms on the JSE? 


The main purpose for this study is therefore to examine the determinants of capital structure for listed retailing firms 
on the JSE. Previous research indicates that there are many determinants in making the capital structure decision. 
Most commonly used determinants adopted for this study are firm size, firm age, profitability, growth opportunities, 
liquidity and tangibility (Handoo & Sharma, 2014; Mouton and Smith, 2016; Thiele & Wendt, 2017, Dakua, 2018; 
Chavali & Rosario, 2018). This study brings an awareness of firm specific factors that are important drivers when 
making capital structure decisions within the South African context, and therefore developing markets’ context. It 
expands the body of knowledge on capital structure through a specific focus on the retail industry, which has, up to 
date, been lacking. The results of this study will benefit scholars, researchers and the corporate world at large with a 
specific focus on the developing economies. 


This paper progresses as follows: section 2 presents literature review and hypotheses, section 3 methodology and 
data, section 4 research findings, section 5, the practical implications and conclusion. 
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LITERATURE REVIEW AND HYPOTHESES 


Capital structure theories 


Capital structure theories, which have provided a framework for the determinants of capital structure, were 
pioneered by Modigliani and Miller (1958) through their capital structure irrelevancy theory. Their theory ignited much 
debate resulting in the emergence of countering theories such as, trade-off theory, pecking order theory, market 
timing theory and agency theory (Mitnick, 2013; Gwatidzo et al., 2016; Vo 2017; Muritala, 2018; Ramos, Santos, Gaio, 
Stefanelli & Passos, 2019). Despite the many theories of capital structure, Culata and Gunarsih (2012) argue that the 
trade-off theory and the pecking order theory are the most important theories that try to explain the capital structure 
of firms. These two theories therefore provide the conceptual basis for this article. Kraus and Litzenberg (1973) were 
the forerunners of the trade-off theory, whereas the pecking order theory was pioneered by Donaldson (1961). 


Though there is consensus between the trade-off theory and the pecking order theory that firms can use debt 
and equity, the theories contradict each other on how debt and equity should be used. Whereas the trade-off theory 
focuses on balancing options towards an optimal capital structure, the pecking order theory’s main focus is on the 
order of financing options (Culata & Gunarsih, 2012). The pecking order theory therefore stipulates that firms do 
not consider the optimal capital structure, but rather follow a prearranged order of financing options, starting first 
with internal funding before external funding. The pre-set order is according to the riskiness posed by the different 
financing choices to a firm, with internal funds considered as the least risky, and equity funding as the most risky 
(Akgul & Sigali, 2018). 


Meanwhile, the trade-off theory suggests that firms can make use of more debt than equity if shareholders’ wealth 
will be enhanced by the tax advantage associated with the use of debt (Ahmad & Aris, 2015). According to the trade-off 
theory, the decision to use debt or equity does not take into consideration any particular order. However, Butt (2016) 
is of the opinion that basing capital structure decisions mainly on tax benefits, as stipulated by the trade-off theory, 
is unjustifiable as firms have always been known to use debt in their capital structure well before the introduction of 


corporate tax. 


Whereas the trade-off theory helps firms to determine the amount of debt they can service, the pecking order 
describes financing choices of firms. Birjandi, Hajizadeh, Sedaghat and Birjandi (2013) are of the opinion that the 
pecking order theory fails to adequately address all the funding options. In addition, the pecking order theory seems 
to be more applicable to very large firms. Though previous research seems to agree that the trade-off theory and 
pecking order theory are the most valid capital structure theories (Culata & Gunarsih, 2012), recent studies have 
shown conflicting results on these two theories (Mouton & Smith, 2016; Butt, 2016; Morade & Paulet, 2019). This also 
suggests the need for extending the analytical domain around these theories, as addressed by this study. 


For the purposes of capital structure, leverage will be used as a reference and proxy to the capital structure of a 
firm (Mouton & Smith, 2016; M’ng et al., 2017). Leverage is instituted mainly by the total debt to equity. 


South Africa’s Retailing Industry 


Retailing is an important industry within the South African economy that has seen positive growth over the years. 
Year 2017 saw South Africans spending about R31 900 per second in retailing (Statistics SA, 2018). In May 2019, 
year on year sales in the retailing industry increased by 2.2% from 2018 based on 2015 constant prices (Statistics 
SA, 2019), signifying growth in the industry. According to the Quarterly Bulletin (2012), major players in the retailing 
industry are Massmart Holdings, Spar Group, Shoprite, Woolworths and Pick n Pay. Other retailers mentioned are 
Clicks, Mr Price and the Foschini group. According to CEIC data (2020) the retailing industry realised only positive 
growth in sales from January 2019 to December 2019 with growth rate of 3.036% in June 2019 based on year-on-year 
monthly sales (Figure 1). 
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FIGURE 1 
2019 REPORTED GROWTH IN RETAIL SALES 
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Source: www.ceic data.com 


South Africa has the biggest retailing industry in Africa, particularly in Sub Saharan Africa, and ranks number twenty 
globally (Features, 2016). This makes the South African retailing industry an essential area of study. Furthermore, 
trade which combines retail and wholesale, contributes meaningfully to the country’s GDP, and employs a significant 
percentage of the South Africa’s labour force (Quarterly Bulletin, 2012). Despite the business cycle economic 
slowdown, South Africa’s retail trade sales have been growing fairly well (Quarterly bulletin, 2018). However, with 
the Covid-19 pandemic that South Africa is experiencing in full force since 2020, these figures will definitely be much 
different to previous years and will require specific investigation in the future to fully understand the effect of the 
pandemic on retail firms’ capital structures. 


Firm specific factors 


The firm specific factors relevant to this study are firm size, growth opportunities, tangibility, profitability, liquidity 
and firm age. Accordingly, studies on determinants of capital structure have been conducted and a summative outline 
is tabled (table 2.1). 


Reviewing firm specific factors, Thiele and Wendt (2017) report that the size of the firm has a positive relationship 
with leverage, while Bhattarrai (2016) argue that as the firm size grows, its level of debt falls. Meanwhile, an investigation 
by Irk and Karaca (2015) shows growth opportunities to be significantly and positively related to leverage. This 
contradicts the study by Gwatidzo et al. (2016) which portrays growth opportunities as an insignificant determinant of 
capital structure. On the other hand, Moyo et al. (2013) assert that tangibility is an important determinant of capital 
structure and is negatively related to leverage. But Dakua (2018) is of the opinion that firms with tangible assets are 
better positioned when it comes to receiving funding from banks, and the more tangible a firm is, the more debt they 
use in their capital structure. 


Furthermore, Chavali and Rosario (2018) find profitability as measured by Return on Assets (ROA) to be negatively 
related to capital structure, while profitability as measured by Return on Equity (ROE) is found to be positively related 
to capital structure. On another note, Rashid and Mehmood (2017) find a negative relationship between liquidity and 
leverage. Interestingly, Ghasemi and Razak (2016) believe the real impact of liquidity on firm’s financing decisions is 
yet to be established. Though Ahmad and Aris (2015) conclude that factors like firm age are important when making 
capital structure decisions, and have a negative relationship with leverage, Kieschnick and Moussawi (2018) beg to 
differ by claiming that a positive relationship exists between firm age and leverage. 


Notwithstanding the active interrogation in these various studies, the researchers present the central variables/ 
determinants which form the current unit of analysis and the main authors associated with such studies. This provides 
a modest coverage of these key concepts so as to springboard the hypotheses and the empirical study. Table 2.1 
provides a summary of previous studies on capital structure determinants. 
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TABLE 1 
SUMMARY OF PREVIOUS LITERATURE 








Determinant Previous studies that used similar determinant 

Firm size Thippayana (2014); Bhattarai, (2016); Moradi & Paulet (2019) 

Firm age Adair & Adaskou (2015) Ahmad & Aris (2015); Kieschnic & Moussawi (2018) 

Profitability Thippayana (2014): Irk & Karaca (2015); Butt (2016); M’ng et al., (2017); Chavali & Rosario (2018) 
Growth opportunities Chang et al. (2014); Irk & Karaca (2015); Thiele & Wendt (2017); Cevheronglu-Acar (2018) 

Liquidity Handoo & Sharma (2014); Mouton & Smith (2016); Mota & Moreira (2017); Rashid & Mehmood (2017) 
Tangibility Moyo et al. (2013); Haron (2014); Gwatidzo et al. (2016); Vo (2017); Dakua, (2018) 





Source: Authors’ creation 


In sum, most of these studies were carried out in developed countries, demonstrating conflicting standpoints 
and sparse evidence of what these concepts add to our understanding of capital structure for emerging markets 
(M’ng et al., 2017). To extend the coverage of current literature, this study consequently differentiates the most 
important determinants of capital structure from existing literature, despite their application to mature economies. The 
researchers extrapolate the concepts to an emerging economy with hypotheses for the retailing industry and within 
the theoretical remit that has been discussed above. 


As firms grow, the perception is that it will become easier to access funding from banks, thereby increasing 
leverage. This is associated with reputational advantage (Gwatidzo et al., 2016) and firms being more established, 
thereby having more collateral security available, a reliable stream of income and lower risk of non-payment of debt 
(Handoo & Sharma, 2014; Thippayana, 2014 and Thiele & Wendt, 2017). Thus, the first hypothesis is: 


H:: There is a positive relationship between firm size and leverage. 


The number of years listed refer to firm age. Just like firm size, acquiring debt is reliant on reputational advantage 
and reputation increases as a firm creates a record of finances over the years (Gwatidzo et al., 2016). In addition, 
firms that are young in terms of listing should have more capital available raised by the initial listing on the exchange, 
especially a developed exchange such as the Main Board of the JSE. Therefore, the second hypothesis is: 


Hz: There is a positive relationship between firm age and leverage. 


Profitability is a contentious but crucial determinant of capital structure (Chen, 2004). Profitability indicates that 
a firm’s revenue exceeds the expenses, which in turn is apparent in a firm’s ROE and ROA, as measurements of 
profitability (M’ng et al., 2017). Using these two proxies for profitability contributes to the debate and therefore it 
was decided to include only ROE in the analysis of this article as it is a widely used proxy. ROA was included as a 
robustness check (see appendix C). Gwatidzo et al. (2016) and Butt (2016) state that a firm will use less debt as their 
profitability improves. However, a positive relationship is an indicator of low financial risk; the firm being able to pay 
the debt and the interest on the debt. The management between debt repayments and the available profits converted 
to retained earnings will also increase shareholders’ return (M’ng et al., 2017). The third hypothesis is: 


Hs: There is a positive relationship between profitability and leverage. 


When firms have growth opportunities, they would naturally search for external funding as internal funds might not 
be enough to finance these opportunities (Acedo-Ramirez, Ayala-Calvo & Navarrette-Martinez, 2017). Consequently, 
as growth opportunities increase, firms will fund their growth by borrowing, as it is a simpler process, rather than 
issuing shares. The fourth hypothesis is: 


Ha: There is a positive relationship between growth opportunities and leverage. 
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Firms with high liquidity are less likely to increase leverage exposure in its capital structure decisions (Rashid 
& Mehmood, 2017). The firm with high liquidity would then rather use retained earnings instead of leverage for 
investment opportunities, thus supporting the pecking order theory (Cevheroglu-Acar, 2018). The fifth hypothesis is: 


Hs: There is a negative relationship between liquidity and leverage. 


Tangibility; the tangible assets of a firm; can be used as collateral security when borrowing funds as well as securing 
lower borrowing costs (Handoo & Sharma, 2014; Gwatidzo et al., 2016). Lower borrowing costs can motivate firms to 
use leverage instead of equity when making capital structure decisions. The sixth hypothesis is: 


He: There is a positive relationship between tangibility and leverage. 


METHODOLOGY AND DATA 


Secondary data for 17 retailing firms listed on the JSE was collected from INET BFA database, an international 
recognised database for secondary data, for the period 2009-2018, in order to capture recent developments after 
the 2008 financial crisis. Ethical clearance was obtained with clearance code SAREC2019200802. Delisted retailing 
firms and listed retailing firms with incomplete data were excluded. Firm specific determinants and their proxies used 
were adopted from previous studies (Mouton & Smith, 2016; Thiele & Wendt, 2017; Dakua, 2018; Chavali & Rosaria, 
2018). The data were analysed using Eviews and panel data regression. Data used for this particular study were two 
dimensional with both cross sectional and time series data, encompassing information across space and time, hence 
making panel regression an appropriate data analysis approach for this study. The use of both time series and cross- 
sectional data resulted in better estimates as more information over multiple periods was available for the study and 
increased the degree of freedom. 


The empirical model used to test hypotheses for this study is specified as follows: 
LEV,= ait B1SIZE,+ B2AGE,+ B,ROE,+ B,GRO,+ B,LIQ,+ B,TAN, + €,, 
The independent variables are represented by SIZE (size), AGE (age), ROE (profitability), GRO (growth 


opportunities), LIQ (liquidity) and TAN (tangibility). LEV (leverage) is the proxy used for the dependent variable capital 
structure, B denotes parameter vectors for estimation and €, is the error term. 


Leverage is measured using debt equity ratio. Firm size is measured using the natural log of total sales and 
firm age by the natural log of the number of years since listed. The proxy used for profitability is return on equity 
while yearly sales growth percentage represents growth opportunities. Liquidity is represented by the ratio of current 
assets to current liabilities and tangibility by the ratio of fixed assets to total assets. 


RESEARCH FINDINGS 


Appendix A shows the correlation matrix and the Variance Inflation Factor (VIF) test results for multicollinearity 
and Appendix B shows the data descriptive statistics. All the absolute values of the correlation are less than 0.8 
signifying that there are no multicollinearity problems between the independent variables. The results show very low 
VIF values for all variables implying that multicollinearity is not a problem among the independent variables used for 
the study. The random effects and fixed effects models were explored to find the best model for the study. Results for 
the redundant fixed effects and the Hausman test are shown in Table 2 and 3. 


TABLE 2 
REDUNDANT FIXED EFFECTS TEST 








Effects Test Statistic Prob. 
Cross-section Chi-square 346.508 0.000*** 
Period Chi-square 49.558 0.000*** 





Source: Eviews estimation 
*** 99% confidence level, **95% confidence level, *90% confidence level) 
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The p-values for both the cross-section chi-square and period chi-square are 0.000. These results suggest that 
both the cross section and period chi-square are significant at 1% significance levels and can be used to identify the 
determinants of capital structure for listed retailing firms on the JSE. 


Diagnostic testing in terms of the Hausman test was conducted to establish if the random effects model is preferred 
over the fixed effects model for the data set. The results shown in Table 3 indicate that the fixed effects is the better 
model based on the significant probability statistic. 


TABLE 3 
HAUSMAN TEST 





Test summary Chi-Sq. Statistic Prob (test statistic) 





Cross-section random 39.731 0.000*** 





Source: Eviews estimation 
*** 99% confidence level, **95% confidence level, *90% confidence level 
The fixed effects model was adopted as the most appropriate model with the results as shown in table 4. 


TABLE 4 
FIXED EFFECTS MODEL 











Variable Coefficient Prob. 

C -9.946 0.000 

SIZE 0.222 0.015 a 

AGE 2.126 0.000 ae 

ROE 0.015 0.001 aoe 
GRO 0.006 0.024 = 

LIQ -0.057 0.361 

TAN 2.472 0.001 =e 
Adjusted R squared 0.934 Prob (F-statistic) 0.000*** 





Source: Eviews estimation 
** 99% confidence level, **95% confidence level, *90% confidence level 


The probability (F-statistic) of less than 0.05 supports that the fixed effects model adopted is appropriate. Therefore 
93.4% of the capital structure variance can be explained by the independent variables included in the data set. 
The fixed effects model results indicated that firm size, age, profitability, growth opportunities and tangibility were 
significant with p-values of less than 0.05. Only liquidity was insignificant with a p-value greater than 0.05. 


DISCUSSION OF FINDINGS 
Firm Size 


Size is significant at 95% confidence level with a p-value of 0.015. This implies that size is a significant determinant 
of capital structure for listed retailing firms on the JSE. The coefficient is positive, meaning that there is a positive 
relationship between leverage and size. Hypothesis H:, which predicted a positive relationship between firm size and 
leverage, is not rejected. The positive relationship is to be expected since the study focused on listed firms which 
are normally large firms that can reap reputational advantages when it comes to funding from financial institutions. 
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The findings are in line with previous research carried out by Thippayana (2014), who found a positive relationship 
between size and leverage, and is also supported by Gwatidzo et al. (2016), Thiele and Wendt (2017), and Moradi 
and Paulet (2019). The positive significant relationship is also in agreement with findings on the UK retailing industry 
(Abdou & Pointon, 2012). The findings differ from research carried out by Irk and Karaca (2015). Research by Irk 
and Karaca (2015) reveal that size is not an important determinant of capital structure. Their study concentrated on 
the manufacturing sector, and the differences in the results might well be attributed to the different sectors of study. 
This study’s findings are contrary to findings by Mouton and Smith (2016), who found firm size to be an insignificant 
determinant of capital structure. Although their study was also carried out on the JSE, the sample was not industry 
specific, and this may explain the contradicting results. The results of this study also contradict studies by Bhattari 
(2016) who found a negative relationship between size and leverage, arguing that larger firms use less debt than 
small firms. It can be concluded, from this study, that the capital structure of listed retailing firms on the JSE is 
significantly determined by size. 


Firm Age 


Age is significant at 99% confidence level with a p-value of 0.000. Firm age showed a positive relationship hence 
hypothesis Hz is not rejected. The p-value suggests that age is a significant determinant of capital structure for listed 
retailing firms. The results are in line with findings by Adair and Adaskou (2018), based on a study they carried out 
in France which reveals age as a significant determinant of capital structure. One of the findings by Gwatidzo et 
al. (2016) in a study carried out, similarly, on JSE listed companies, also found age to be significant, supporting the 
results for this study. The results are also consistent with the study carried out by Anmad and Aris (2015), which show 
a significant relationship between age of the firm and leverage. The results are, however, inconsistent with studies 
carried by Handoo and Sharma (2014) in India. The different results may be attributed to the different geographical 
areas. All other things being constant, the authors of this research conclude that age significantly determines the 
capital structure of listed retailing firms on the JSE. 


Profitability (ROE) 


ROE is significant at 99% confidence level. The p-value for ROE is 0.001 meaning profitability as measured by 
ROE is a significant determinant of capital structure for listed retailing firms on the JSE. The coefficient shows a 
positive relationship between profitability as measured by ROE and leverage. Hypothesis Hs is therefore not rejected. 
The results are in agreement with Chavali and Rosario (2018), who found a positive relationship between leverage 
and profitability as measured by ROE. A positive relationship between profitability and leverage was also found 
by Moyo et al. (2013) who concluded that profitability is a significant determinant of capital structure. The results 
concur with Adair and Adaskou (2018), who found profitability to be significant and positive. These results imply 
that for listed retailing firms on the JSE, as firms become more profitable, they tend to rely more on debt, possibly 
because profitable firms normally do not struggle to get debt funding for operations as they are considered less risky. 
Profitability increases confidence in the performance of the firm and could compel managers to borrow more. As firms 
become more profitable, finance managers might incorporate debt so as to enjoy tax shield benefits. The results 
herewith show that profitability significantly determines the capital structure of listed retailing firms on the JSE. 


Growth Opportunities 


Growth opportunities is significant at 95% confidence level with a p-value of 0.024, implying that it is a significant 
determinant of capital structure for listed retailing firms on the JSE. The coefficient shows that there is a positive 
relationship between growth and leverage. Hypothesis Ha, which predicted a positive relationship, is not rejected. A 
positive relationship between growth and leverage was also found by Acedo-Ramirez et al. (2017) and Chang, Chen 
and Liao (2014), concurring with the current study findings. These results contradict studies by Thippayana (2014), 
and Gwatidzo et al. (2015) who found growth opportunities to be an insignificant determinant of capital structure. 
Additionally, the findings do not conform to findings by Chen (2004) who found a negative relationship between 
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growth opportunities and leverage. The findings for this study indicate that growth opportunities determine capital 
structure, and as growth opportunities increase, listed retailing firms on the JSE tend to use more debt than equity 
to finance their operations, all other things being constant. This could be due to the need to borrow for expansion as 
growth opportunities increase. 


Liquidity 

The results show that liquidity with a p-value of 0.361 is not a significant determinant of capital structure for 
listed retailing firms as it is statistically insignificant at 90% confidence level. For liquidity, hypothesis Hs is rejected, 
since liquidity was found to be insignificant, the relationship is considered meaningless to the capital structure of 
listed retailing firms on JSE. The results concur with findings by Handoo and Sharma (2014) whose study based 
in India shows that liquidity is not a significant factor that determines capital structure. Liquidity was found to be an 
insignificant determinant of capital structure by Mouton and Smith (2016) who carried out a study on the top 40 JSE 
firms while also implying the need for industry specific determinants of capital structure. The results are inconsistent 
with findings by Ghasemi and Razak (2016) and Rashid and Mehmood (2017), whose study show liquidity to be an 
important determinant of capital structure. Interestingly, contrary to the results of this study, liquidity was found to be 
significant for the UK retailing sector (Abdou & Pointon, 2012). South Africa and UK are in different phases of economic 
development and this might explain the contradicting results, even though both studies looked at the same industry. 
Thus, results of this South African study in the retailing industry are extremely important to the overall understanding 
of the retailing industry’s capital structure decisions. The results of this study indicate that for listed retailing firms on 
the JSE, liquidity does not significantly determine capital structure decisions. This could be because listed retailing 
firms on the JSE consider other factors, other than liquidity, to be more important when making financing decisions. 


Tangibility 


The p-value for tangibility is 0.001. The results show that tangibility is a significant determinant of capital structure 
at 99% confidence level. The coefficient indicates a positive relationship between tangibility and leverage. Hypothesis 
He, which predicts a positive relationship, is not rejected. The results are consistent with the study by M’ng etal. (2017) 
who found tangibility to be a significant determinant of capital structure for Malaysia and Singapore. Conversely, 
Thippayana (2014) found tangibility to be an insignificant determinant of capital structure. Study carried out on the 
Steel Industry of India by Dakua (2018) also contradicts the study findings as tangibility was not found to be a 
significant determinant of capital structure. The contradicting results support the argument that capital structure is 
best viewed through an industry-based approach. It is concluded that tangibility is a significant determinant of capital 
structure for listed retailing firms on JSE, based on the parameters of this research. 


Overall, firm size, firm age, profitability, growth opportunities and tangibility are important for maximising shareholder 
wealth and firm value for listed retailing firms on the JSE. These variables ought to be considered when making 
financing decisions for firm investments. Investment decisions are important for firm growth which will eventually 
increase the value of the firm and shareholder wealth (Akgul & Sigali, 2018). The positive relationship found between 
leverage and firm size, firm age, profitability and tangibility support the trade-off theory predictions (Cekrezi, 2013; 
Cheng e al., 2014; Mn’g, Rahman &Sannacy, 2017; Akgul & Sigali, 2018) while the positive relationship between 
leverage and growth opportunities support the pecking order theory prediction (Cevheronglu-Acar, 2018). The utility 
of both these theories for this study is thereby demonstrated. These findings reveal that listed retailing firms on the 
JSE support both the trade-off theory and the pecking order theory, though there is more support for trade-off theory 
than pecking order theory. This suggests that when making financing decisions, both the trade-off theory and the 
pecking order theory play a significant role, with firms aligning themselves more to the trade-off theory. 


For retailing firms listed on the JSE, as growth opportunities increase, their leverage increases as predicted by the 
pecking order theory. This could be because the need to fund growth opportunities puts pressure on current retained 
earnings, prompting firms to look for debt funding, thereby increasing leverage. Concerning firm size, listed firms 
on the JSE increase leverage as the firms become larger as predicted by the trade-off theory. The support for the 
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trade-off theory could be explained by the fact that larger firms tend to diversify their business lines, become more 
visible, and reap reputational advantages while also enjoying good credit records, and hence easily borrow funds 
from financial institutions. The research results can be an indication that smaller retailing firms opt for an optimum 
capital structure by considering the benefits and bankruptcy costs, while the larger retailing firms tend to give priority 
to retained earnings. 


The support for both the pecking order theory and trade-off theory by listed retailing firms on the JSE is important 
as it supports the contention by de Wet and Gossel (2016) that no one specific individual capital theory can be used 
to fully explain the capital structure for listed retailing firms on the JSE. As put forward by these authors financing 
decisions are complex, and do not revolve on singular theory. This suggests that capital structure theory relevance 
cannot be compared, and that no one capital structure theory is better than the other, as is proof by this study. The 
findings are not uncommon, and concur with previous studies that have also found support for both the trade-off 
theory and the pecking order theory, with some variables supporting the trade-off theory, and others the pecking 
order theory (Moyo et al., 2013; Mouton & Smith, 2016; Thiele & Wendt, 2017; M’ng et al., 2017; Chavali & Rosario, 
2018). There is, however, a disparity with conclusions made by Abdou and Pointon (2012) on the UK retailing industry. 
They concluded that the UK retailing firms follow the pecking order theory. This disparity can be attributed to the 
fact that the UK is an advanced economy compared to the South African economy, and its net profit for the retailing 
sector might be very high, rendering it unnecessary to even consider the benefits of using debt. The results are also 
inconsistent with findings by Irk and Karaca (2015), whose study of the determinants of capital structure show results 
that support the pecking order theory. The results of this study, differing from the UK study, emphasises the fact that 
there are material differences between developed and emerging economies, and such is important to be researched 
and reported to provide an understanding of these differences. 


PRACTICAL IMPLICATIONS 


The results of this study are relevant to finance managers of listed retailing firms who can use it to maximise 
shareholder wealth by considering the significant factors. This is especially important since capital structure impacts 
on the value of the firm, and hence the value of shares on the market. Finance managers for listed retailing firms 
can therefore capitalise on the significant factors in order to maximise shareholder wealth and firm value. Capital 
structure decisions affect investment decisions that a firm makes, and hence affect firm growth, which is important for 
increasing firm value and shareholder wealth. 


The significant factors to consider when making financing decisions for listed retailing firms on the JSE are firm 
size, age, profitability, growth opportunities and tangibility. Knowing that these significant factors have a positive 
relationship with leverage, will assist managers of retailing firms to make sound capital structure decisions to contribute 
to a financial healthy firm, ultimately maximising shareholders’ wealth. 


CONCLUSION 


Capital structure decisions are of the utmost importance to maximise shareholders’ wealth. It is imperative to 
decide whether a firm use debt or equity in making various investment decisions. These decisions attribute to the 
financial wealth of a firm and the aim of this article is to investigate factors influencing the capital structure of retailing 
firms on the JSE, using panel data analysis. 


Evidence indicates support for both the trade-off theory and the pecking order theory though more support is 
shown for the trade-off theory. Hence it can be concluded that the capital structure of listed retailing firms cannot 
be successfully explained by only one theory. This is an important theoretical implication for scholars of the retailing 
industry and scholars of emerging market capital structure. This study therefore extends theory through a combination 
of the two dominant capital structure theories that is, trade-off theory and pecking order theory. 


Furthermore, listed retailing firms in an emerging market can achieve success by focusing on firm size, age, 
profitability, growth opportunities and tangibility when making capital structure decisions. Interestingly, liquidity was 
found to be insignificant to the capital structure for listed retailing firms. The study contributes to literature by illustrating 
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the relevant determinants of capital structure for listed retailing firms on the JSE. As noted, South Africa forms part 
of the BRICS economies and the SA retailing industry is the one of the largest on the African continent. Therefore, 
the results have important implications for emerging economies, adding value to the body of knowledge on the South 
African, African and emerging economies scope. 


To scholars and other researchers, this study is advocated for industry comparison especially with regard to studies 
carried out in different industries, or in the same industry, but in different countries. Policy makers may well find this 
study useful when deciding on policies that boost the financing of the retailing industry. All these considerations are 
important, considering the size of the industry and that the retailing industry acts as a link connecting manufacturers 
with consumers. 


The study differentiates itself from other previous studies by focusing only on the retailing industry as opposed to 
examining capital structure determinants for listed firms irrespective of industry. As highlighted, there has been little 
research carried out in Africa and this study was carried out in South Africa, an emerging and pivotal African economy. 
To the best of the researchers’ knowledge, this is the first study to be carried out on the retailing industry of South 
Africa, therefore making an important applied contribution. There is still room to bolster the body of literature on the 
retail industry of other emerging economies as there are still many variables to explore. 


Future studies also need to concentrate on other emerging economies, so as to intensify the knowledge base 
on less mature business systems. It will be extremely interesting to repeat this study on the time period of which 
COVID-19 emerged and its subsequent impact on the retailing sector, to determine whether retail firms in a period of 
severe financial distress follow the same capital structure theories. 


Since firm size was found to be a significant determinant of capital structure, further research can be carried out 
on smaller firms in order to deepen the understanding of the impact of company determinants on capital structure. 
Conclusively, it should be noted that book-value debt equity ratio was used for the study. Given this consideration, it 
would be interesting to explore the capital structure of the retailing industry using market-value variables. In sum, this 
study has built on capital structure theories, complements previous studies, as reviewed herein, and provides room 
for future extension of Knowledge in the field of capital structure. 
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APPENDIX A 
TEST FOR MULTICOLLINEARITY 
malar LEV SIZE AGE ROE GRO LIQ TAN 
LEV 1.000 
SIZE 0.144 1.000 
0.000 2 
AGE -0.012 -0.269 1.000 
0.879 0.000 2 
ROE 0.120 0.587 0.276 1.000 
0.120 0.000 O00 eee 
GRO -0.052 0.269 -0.126 0.314 1.000 
0.498 0.000 0.101 0.000 2 == 
LIQ -0.625 -0.394 0.065 -0.256 -0.095 1.000 
0.000 0.000 0.399 0.000 0.220 amen 
TAN 0.272 -0.067 0.079 0.138 0.120 0.191 1.000 
0.0003 0.386 0.304 0.074 0.120 Go. sks 





Source: Eviews estimation 


All the absolute values of the correlation are less than 0.8 signifying that there are no multicollinearity problems 
between the independent variables. 


VARIANCE INFLATION FACTOR 








Variable Coefficient Variance VIF 

C 1.089 NA 

SIZE 0.003 1.757 
AGE 0.014 1.109 
ROE 4.97E-05 1.669 
GRO 3.15E-05 1.163 
LIQ 0.003 1.266 
TAN 0.286 1.122 





Source: Eviews estimation 


The results show very low VIF values for all variables implying that multicollinearity is not a problem among the 
independent variables used for the study. 
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APPENDIX B 
DESCRIPTIVE STATISTICS 
LEV SIZE AGE ROE GRO LIQ TAN 
Mean 1.716 15.850 3.406 24.884 9.118 2.2034 0.241 
Median 1.105 16.000 3.910 23.345 9.000 1.325 0.220 
Maximum 7.270 19.000 4.060 67.490 84.000 7.370 0.730 
Minimum 0.100 11.000 1.610 27.070 82.000 0.260 0.020 
Std. Dev. 1.605 1.919 0.722 14.877 15.611 1.670 0.161 
Observ 170 170 170 170 170 170 170 
Cross S. 17 17 17 17 17 17 17 





Source: Eviews estimation 


APPENDIX C 
ROBUSTNESS CHECKS 


With profitability being one of the most important determinants of capital structure (Chen, 2004), robustness is checked 
by using a different proxy for profitability. The fixed effects model is run using Return on Asset (ROA) as a proxy for 


profitability to see how the model behaves if a different proxy for profitability is used. The results are shown below: 


TABLE 4 
ROBUSTNESS CHECKS 











Variable Coefficient Sid. Error Prob. 

C -8.153 1.810 0.000 _ 
SIZE 0.182 0.093 0.052 * 
AGE 1.889 0.410 0.000 id 
ROA -0.001 0.008 0.885 

GRO 0.009 0.003 0.001 aoe 
LIQ -0.044 0.066 0.504 

TAN 2.386 0.765 0.002 - 
Adjusted R-squared 0.928 Prob(F-statistic) 0.000*** 





(*** 99% confidence level, **95% confidence level, *90% confidence level) 


Source: Eviews estimation 


The robustness check shows that liquidity is still insignificant with size, age, growth and tangibility still significant when 
the measure of profitability is changed. The robustness check results are therefore consistent with the main analysis 
as depicted by the fixed effects model as the other variables that are significant wnen ROE is used are still significant 
when ROA is used for profitability. The insignificant p-value for ROA confirms the choice of using ROE as a measure of 


profitability and might imply that ROE can be the better measure for profitability for listed retailing firms. 
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ABSTRACT 


The digital revolution has inspired endless possibilities in economic growth globally and as a result, retailers in 








particular are challenged to re-engineer their systems and processes in order to gain competitive advantage. Apart 
from an organisation’s ability to acquire new technologies, there are various internal organisational factors that play a 
crucial role in facilitating innovation. Therefore, the primary aim of this study was to investigate the mediating role of 
managerial engagement in the relationship between innovation and organisational performance with a South African 
University as a service retailer. The study implored a quantitative research design which was conducted with all of 
the relevant stakeholders and consisted of a sample size of seventy-six respondents. In order to analyse the study’s 
collected data, Statistical Package for Social Sciences (SPSS) was transferred to a second order, reflective-formative 
model through Partial Least Squares Structural Equation Modelling (PLS-SEM). After testing the hypothesis by applying 
the bootstrapping method, the results of the study revealed that managerial engagement partially mediates the 
relationship between innovation and organisational performance in the South African service retail sector. In addition 
to that, the study also provided meaningful insight into how innovation positively influences managerial engagement 
and organisational performance. Recommendations on how to effectively leverage managerial engagement as a key 
driver and facilitator of innovation are also noted. 











Keywords: Innovation, Managerial engagement, Organisational performance, Service retail, South Africa, 
University 
INTRODUCTION 


The fourth industrial revolution has brought about numerous changes in terms of the pace at which organisations 
are required to learn and adapt to changes within their environment (World Economic Forum 2020). Technological 
advancements are seen to shape business processes particularly in the retail sector where there is increased 
automation of services as well as growth in customer engagement interfaces (Pantano & Timmermans 2017). Such 
innovations compel organisations to be agile, not only in their ability to monitor the external environment but also in 
their internal preparedness to integrate new technologies with human skill. Such integration may require adequate 
managerial engagement to help employees navigate the challenges of organisational change (Waddell, Creed, 
Cummings & Worley 2018). 
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Koellinger (2008) points out that there are mediating or moderating internal organisational factors that play a 
pivotal role in ensuring the success of innovations. Hence, as this study purports, managers are a key organisational 
resource in the successful implementation of innovation. As a result, this study aims to investigate the mediating 
role of managerial engagement in the relationship between innovation and organisational performance with a South 


African university as a service retailer 


The service retail sector 


Levy, Weitz and Beitelspacher (2012) highlight that organisations in retailing can be distinguished based on the 
proportion of goods or services that are offered to customers. Hence, Levy et al. (2012) classify institutions such as 
universities, banks, communication service providers and other financial institutions as service retails. Therefore, 
throughout the discussion, service retailers refer to such institutions which predominantly offer services only to their 
customers. In light of this, examples of categories of service retailers in South Africa can be listed as follows: 


° Universities (e.g. University of South Africa, University of Pretoria, University of Cape Town) 
. Banks (e.g. ABSA, Capitec, Standard Bank) 

° Communication service providers (e.g. Vodacom, Telkom) 

° Financial service providers (e.g. Mont Blanc, Old Mutual) 


It can be noted that although universities have previously not been considered as service retailers, Levy et al. 
(2012) note that the increase in competition amongst institutions of higher learning has resulted in the introduction of 
market forces within education. This has resulted in the adoption of new business models in education. Therefore, in 
the context of innovation, universities have adopted similar innovations to other service retailers such as banks. This 
can be seen in the increased automation of services, online interactive platforms and multiple channels of service 
delivery as retailers become increasingly aware of the need to harness digital technologies to enhance customer 
experience (Grewal, Ailawadi, Gauri, Hall, Kopalle & Robertson 2011). 


Retail engagement and competitive advantage 


Competitive advantage can be described as an upper-hand possessed by an organisation which positions them to 
outperform their rivals. This can come in various forms such as location, government regulations, unique technologies 
or resources (Wen-Cheng, Chien-Hung & Ying-Chien 2011). Whilst technologies play a pivotal role in retail, retailers 
cannot merely rely on such acquired resources in order to maintain competitiveness because more often than not, the 


external conditions can easily be imitated by competitors (Koellinger 2008). 


Therefore, an organisation’s resources, in this case, the employees, become the premises through which 
organisations can generate internal capabilities which are not easily imitated by competitors thus generating 
competitive advantage. Hence, engaging internal stakeholders such as managers and employees could generate 
competitive advantage for an organisation (Kumar & Pansari 2016). 


Research on drivers of engagement in various service retail outlets including a university and retail travel 
organisation show that there are two dominant drivers of engagement in service retail namely: (1) effective management 
and leadership and (2) work support (University College London, 2013). It is therefore apparent that managerial 
engagement plays a crucial role in ensuring employee engagement which may result in optimum work performance 


within the service retail space. 


RESEARCH OPPORTUNITY AND SCOPE 


Due to the introduction of various technological innovations within service retail (Pantano, Priporas, Sorace & 
Lazzolino 2017), managers are challenged to adopt new technologies whilst also assisting employees to navigate 
any changes hence the importance of managerial engagement (Waddell et al. 2018). Without adequate managerial 
engagement, employees may not support new technologies and may also feel threatened by new technologies which 
may result in job insecurity (Tidd, Bessant & Pavitt 2005). As a result, innovation may not produce the intended 
improvement in organisational performance hence the significance of investigating the mediating role of managerial 
engagement in the relationship between innovation and organisational performance. 


The following primary research objective has been formulated for this study: 


° To investigate the mediating effect of managerial engagement in the relationship between innovation and 
organisational performance. 


In order to focus on the primary research objective, secondary research objectives were formulated as: 


° To investigate the influence of innovation on organisational performance. 

. To investigate the influence of innovation on managerial engagement. 

° To investigate the influence of managerial engagement on organisational performance. 

° To provide recommendations on the appropriate managerial engagement practices to enhance the success of 
innovations in improving organisational performance in the service retail sector. 


In terms of geography, the research was conducted in South Africa, hence the results of the study have been 
contextualised in terms of the South African service retail sector. 


RESEARCH MODEL AND HYPOTHESES 


Previous studies indicate that the success of innovation in improving organisational performance is largely 
dependent on a combination of both internal (i.e. employees) and external factors (i.e. customers) (Koellinger 2008). 


FIGURE 1 
RESEARCH MODEL 
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Hence, as this study purports, managerial engagement is an internal organisational factor that explains the relationship 
between innovation and organisational performance in service retail. Based on this assertion, the following research 
model has been proposed. 


As discussed by Jarvis, MacKenzie and Podsakoff (2003), in Structural Equation Modelling (SEM), measurement 
models are either depicted by reflective or formative indicators. Depending on the complexity of the model, both types 
of indicators can be utilised in the same model as depicted in Figure 1. Reflective indicators (denoted by x1 and x2 
in Figure 1) are interchangeable since these measure the same aspect. On the contrary, formative indicators are 
not interchangeable due to defining specific characteristics of a construct (Becker, Klein & Wetzels 2012). Hence, 
innovation, managerial engagement and organisational performance have been operationalised as two-dimensional 
constructs that are each defined by two dimensions. 


Therefore, the research model is a second order formative model with a first order reflective model thus making it 
a reflective-formative model. This is one of the four types of higher order constructs described by Jarvis et al. (2003). 


Previous studies have concluded that innovation has a positive influence on organisational performance (Anning- 
Dorson 2017; Chatzoglou & Chatzoudes 2018; Kemp, Folkeringa, de Jong & Wubben 2003; Koellinger 2008). Hence 
as shown in Figure 1, denoted by H1, the following hypothesis has been developed: 


H0:: Innovation has no effect on organisational performance. 


H:: Innovation has a positive influence on organisational performance. 


Although there exists little research that provides a comprehensive overview of the relationship between innovation 
and managerial engagement, Beardmore (2013) determined that there exists a positive correlation between innovation 
and engagement. However, a causal relationship was not tested. One of the secondary objectives of the study is to 
investigate whether a causal relationship exists between innovation and engagement thus giving way to the second 
hypothesis which states: 


H0z: Innovation has no effect on managerial engagement. 


Hz: Innovation has a positive influence on managerial engagement. 


In terms of the influence of managerial engagement on organisational performance, previous research has 
shown that an improvement in managerial commitment results in an increase in employee commitment (Corporate 
Leadership Council Employee Survey 2004). Therefore, it can be determined that managers are key influencers in 
driving employee work performance. In light of this, the third hypothesis was formulated and it states: 


HOs: Managerial engagement has no effect on organisational performance. 


Hs: Managerial engagement has a positive influence on organisational performance. 


Lastly, as discussed by Piening and Salge (2015), the Dynamic Capabilities view states that ultimately, the ability 
of an organisation to gain competitive advantage is based on its dynamic capabilities to transform resources. Hence, 
resources need to be integrated with an organisation’s internal capabilities. As purported by this study, managers play 
a key role as facilitators of innovation hence play a pivotal role in the transformation process. Taking cognisance of 
this, the study’s fourth hypothesis was formulated as follows: 


HOa: Managerial engagement does not mediate the relationship between innovation and organisational performance. 


Ha: Managerial engagement mediates the relationship between innovation and organisational performance. 
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LITERATURE REVIEW 
Innovation 


Innovation can be defined as the creative integration of human and technological capabilities to create value which 
is realised through new products or services (Souto 2015). As discussed by Gilson and Litchfield (2017), the various 
forms and dimensions of innovation are largely dependent on the available resources which an organisation has 
coupled with its capability to harness new technologies or transform existing resources for new purposes. Antonites 
(2020) describes innovation as a process which begins with a creative thought process where the individual is at the 
centre of conceptualising new ideas. Hence, creativity is the foundation for innovation. 


There are different drivers and forms of innovation which are largely dependent on the industry or discipline (Rao, 
2016). The key drivers of innovation in retail as cited by JCWG (2016) are technology, customer experience and 
society; whilst two forms of innovation are (1) service innovation and (2) organisational innovation. 


Service innovation can be defined as an integration of human skill and technological capabilities designed to 
improve business processes in order to improve the quality of products or services (Witell, Snyder, Gustafsson, 
Fombelle & Kristensson 2015). 


In relation to innovation in retail, that three categories should be considered namely front-line innovations, support 
related innovations and organisation related innovation (Hristor & Reynolds 2015; Renko & Druzijanic 2014). 


Organisational innovation can be defined as the application of new methods or routines within an organisation with 
the intention of improving organisational performance (OECD 2017). Such new methods can be applied in different 
organisational aspects such as the administrative system or improving human resource aspects aimed at enhancing 
employee productivity (OECD 2017). As discussed by Hristor and Reynolds (2015), two of the three categories 
of innovation in retail that are related to organisational innovation are support related and organisational related 
innovations. These innovations include the optimisation of internal systems and processes facilitated by Information 
Communication Technologies (ICT’s) (Hristor and Reynolds 2015). This is with the intention of improving system 
efficiency and effectiveness, thus reducing the time it takes for employees to perform tasks or provide services. 


An aspect of organisational innovation that can be considered is that of workplace innovation which is defined as 
the implementation of new methods or systems aimed at improving employee work satisfaction and subsequently 
employee work performance (Oeij, Dhondt, Kraan & Vergeer 2012; StaffConnect 2018). 


Managerial engagement 


Previous studies have focused on employee engagement as the driving force of productivity in organisations (Best 
Companies 2018; Haynes 2018), this study however highlights the growing importance of managerial engagement in 
driving employee engagement. As highlighted by Georgiades (2015), managers serve as role models for behaviour. 
In terms of behavioural attributes that can be considered when discussing managerial engagement and managers 
serving as role models for behaviour; this study focuses on the leadership behavioural model described by Yukl, 
Gordon and Tabar (2002). This consists of three categories of leadership behaviour namely (1) change-oriented 
behaviour, (2) task-oriented behaviour and (3) relations-oriented behaviour. 


The change-oriented behaviour is a crucial managerial behaviour aspect in times of continual change. This aspect 
is measured based on attributes which include a leader’s ability to monitor the external environment and encourage 
innovative thinking. 


The task-oriented category of behaviour considers a leader’s effectiveness at accomplishing tasks largely 
determined by their ability to provide oversight of operations and provide clear communication regarding performance 
expectations (Yukl et al. 2002). Particularly in the midst of continual change, managers ought to consider the most 
effective way of encouraging performance with greater emphasis on co-creating value with employees as opposed to 
perceiving employees as mere subordinates (Baran & Sypniewska 2020). 


The relations-oriented behavior refers to how well a leader relates to employees within the work environment and 
is measured by supporting, developing and empowering (Hickman, 2009, p. 74; Yukl et al., 2002, p. 21). 
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Organisational performance 


Performance measurement is one of the complex topics in the field of management with regards to determining 
the most appropriate indicators to measure performance (Jenatabadi 2015). However, organisational performance 
can be measured using measures which are objective (i.e. verifiable measures) or subjective (i.e. perception) (Vij & 
Bedi 2016). A similar method was also applied in measuring organisational performance for this study which include 
measuring (1) employee work performance and (2) organisational competitiveness. 


In light of these various measures of employee work performance, this study will focus on three indicators which 
are, work productivity, work engagement and innovative work behaviour (Van Vulpen 2016). Attridge (2009) considers 
employee work engagement as a measure of performance and in another study, de Jong and den Hartog (2010) 
consider an employee’s innovative behaviour as an indicator of work performance. Thus, placing emphasis on the 
creative ability of employees. 


Organisational competitiveness can be defined as an organisation’s ability to successfully harness and integrate 
its resources and capabilities in order to accomplish its business strategy (Akben-Selcuk 2016; Vlachvei, Notta, 
Karantininis & Tsounis 2017). Payne (2018) suggests service performance as a measure of organisational 
competitiveness. Service performance entails aspects such as the quality of service and customer satisfaction (Payne 
2018). 


RESEARCH METHODOLOGY 


This study utilised a quantitative research design in order to test the determined hypotheses. Hence, the conclusions 
derived from the study is founded on statistical calculations thus ensuring the results are objective (Leung, 2015). 


The measurement scale for innovation was determined from indicators utilised in previous studies (Calantone, 
Cavusgil, Zhao 2002; Calik, Calisir & Cetinguc 2015; Gunday, Ulusoy, Kilic & Alpkan 2011). After assessing these 
measurement scales, the most suitable reflective indicators were selected as measures for service innovation and 
organisational innovation. In terms of managerial engagement, in addition to the leadership behavioural model 
developed by Yukl et al. (2002), measurement scales from previous studies on engagement were utilised in order to 
formulate a comprehensive measurement scale for the reflective indicators (Barrick, Thurgood, Smith & Courtright 
2015; Calantone et al. 2002; Corporate Leadership Council 2005; Georgiades 2015; Mani, 2011). 


The measurement scale for organisational performance was developed from a combination of previous studies 
(Darroch 2005; Pathik, Chowdhury & Habib 2012) and some indicators which were developed based on the theoretic 
framework of the study. 


Target population and sampling method 


The population for the study consisted of front-line employees working in the South African service retail sector. 
This is based on retailers that offer services thus including employees from universities, banks, communication service 
providers and other financial institutions. It was determined that the sample would be drawn from a university because 
universities are a compelling research environment for this study given that universities are amongst the leading 
organisations making use of various forms of technologies in a bid to improve the quality of services (Jahanian 2018). 


Therefore, utilising the South African directory of universities from online search engines, a selection of a university 
in South Africa was made on the basis that it met the criteria of having a demonstrated innovative culture. Once a 
university was identified, purposive sampling was utilised to determine the sampling units. As described by Patten 
and Newhart (1997), purposive sampling is a method where a researcher utilises their knowledge and understanding 
in order to include respondents who would be able to provide insight into the phenomenon under study. 
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Sample population and data collection 


Employees working in the business studies faculty were selected to form the sample population as it was 
perceived that employees with a background in business would be suitable to provide responses on the subjects 
under investigation. 


An electronic survey questionnaire was developed utilising a 5-point Likert-type scale ranging from ‘strongly 
disagree’ to ‘strongly agree’. Qualtrics software was utilised to develop the structure of the questionnaire which was 
distributed electronically (via email) to the members of staff from the various departments within the business studies 
faculty. The size of the business studies faculty consisted of a total of 127 employees which included lecturers, 
researchers, administrative and support staff thus providing a diverse sample. Questionnaires were distributed to all 
127 employees and 76 questionnaires were returned thus providing a 58% response rate. This is adequate as these 
individuals were the only respondents out of the entire pool of 127 employees who could possibly provide insight into 
reaching the study’s aim. 


Ethical clearance and considerations 


During the research process, it is important that no one is subjected to undesirable circumstances as a result of 
the research activities (Cooper & Schindler, 2001, p. 112). Therefore, it was ensured that the respondents where 
only required to provide input as per the regulations in the ethical clearance. A cover letter carefully articulating the 
purpose of the study and the researcher’s perspective was made available to the respondents for the questionnaires. 
This allowed them an opportunity to understand the study prior to responding. Once ethical clearance was obtained 
at the end of 2019 at the researcher’s place of work, an institution was selected, where then a letter of request was 
sent to the respective individuals in authority who granted their permission and provided clearance for the research 
to be conducted at the selected university. A pre-notification letter was emailed to the selected Heads of Departments 
specifying the purpose of the research as well as granting them the opportunity to clarify any concerns which the 
respondents might have had. Furthermore, it was ensured that the HoD’s granted their consent prior to distributing 
the questionnaires to their respective members of staff. Once the data was collected, it was carefully managed in 
order to make sure that confidentiality was upheld by ensuring anonymity of the university as well as anonymity of 
the respondents. 


Data analysis 


Once the data was collected it was transferred to the Statistical Package for Social Sciences (SPSS) software 
version 25 programme and subsequently transferred to SmartPLS version 3 which allows for robust calculations of 
higher order formative models (Ringle, Sarstedt & Straub 2012). The data was analysed using Partial Least Squares 
Structural Equation Modelling (PLS-SEM) because this form of SEM is firstly, able to provide inferences for formatively 
measured constructs as well as inferences for relatively small sample sizes (Richter, Cepeda, Roldan & Ringle, 2016). 
PLS-SEM is also suitable in the case where new latent variables are introduced in the analysis (Richter et al. 2016). 


In order to compute the scores for the higher order constructs, the Repeated Indicators Approach (RIA) was 
applied. This approach allows researchers to use the same manifest variables of the lower order constructs thus 
repeating the application of these variables (van Rie, Henseler, Kemény & Sasovova 2017). 


In terms of testing for mediation, there are different methods for testing for mediation such as the Baron and Kenny 
test, Sobel test and bootstrapping (Keith 2019). Bootstrapping considers the sample as though it were the population 
by generating random samples from the existing observed sample through a specified number of bootstraps (Gaskin 
2019). The bootstrap method was utilised to test for mediationwhere direct and indirect paths were tested using 5000 
bootstraps. 
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RESULTS 
Data and variable screening 


Due to the relatively small sample size, the questionnaires were manually scanned in order to identify any 
questionnaires which had a large percentage of missing data. There were some variables with missing values in the 
data, however these were not greater than 6% hence the missing values were imputed and replaced with the median 
values in SPSS. 


Sample composition 


In terms of gender, the majority of the research participants were female comprising 76% of the sample whilst males 
constituted 24%. The 18-34 years age category was the most represented comprising 50% of the sample population. 
This was closely followed by the 35-50 years at 40% and the 51-65 years category was the least represented at 7%. 
With regards to race, the white participants were the majority at 63% whilst the black participants followed at 30%. 
The remaining 7% comprised of coloured and Asian participants. In terms of the level of experience depicted by 
the number of years worked, 47.1% of participants had worked over one year but less than five years whilst 24.3% 
had worked for over 10 years. This provided a considerable sample in terms of experience. With regards to the job 
category, those participants in both research and lecturing constituted 75.7% of the sample population whilst 12.9% 
were administrative employees. 


Factor analysis 


Factor analysis was carried out utilising the SMART-PLS3 software. As highlighted by Gaskin (2018), it is 
recommended for the factor loadings to be above 0.5 and for each factor structure to average above 0.7. The initial 
loadings of the reflective indicators of the lower order constructs showed some indicators with relatively low loadings 
hence, these indicators were removed since reflective indicators are interchangeable (Jarvis et al. 2003). The final 
pattern matrix showing the factor structure for the lower order constructs is shown in Table 1. 


Reliability and Validity 


As recommended by Diamantopoulos (1994 cited by Lowry & Gaskin 2014), the level of Cronbach’s Alpha ought 
to be determined by the purpose of the study, suggesting that the composite reliability measure ought to be above 
0.7. Therefore, based on the composite reliability measures of the lower order constructs shown in Table 2 which are 
above 0.7, reliability has been established. With regards to convergent validity the Average Variance Extracted (AVE) 
shown in Table 2 indicate measures above the threshold of 0.5 as cited by Gaskin (2019). Therefore, coupled with the 
composite reliability, it can be confirmed that convergent validity has been established. 


Common method bias and model fit 


As suggested by Gaskin (2018), Common Method Bias (CMB) seldom affects formative factors, however since the 
model for this study has both formative and reflective factors, the CMB for the first order model was assessed utilising 
a full collinearity test by analysing the Variance Inflation Factors (VIF’s) at the factor level (Kock 2015). Therefore, if 
the VIF’s are less than 3.3, the model can be regarded as one free from CMB (Kock, 2015). The VIFs generated for 
the formative indicators were less than 3.3, hence it was concluded that the model was free from CMB. 


Assessment of the higher order formative constructs 


In order to assess formative validity, a test for multicollinearity was performed. This is crucial for formative models 
because high levels of multicollinearity hinder the assessment of the contribution of each component in the model 
(Thornton & Naude 2014). Multicollinearity was tested by analysing the Variance Inflation Factor (VIF) for formative 
factors which should be below 3.3 (Petter, Straub & Rai 2007). As shown in Table 3, the VIFs of the formative 
indicators were below 3.3 hence there were no issues of multicollinearity thus establishing construct validity. 
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TABLE 1 
PATTERN MATRIX 





comp work service org task Change 





ORGANISATIONAL PERFORMANCE 
competitiveness (c), work (w) 


Q10_10c 0.833 
Q10_14c 0.714 
Q10_18c 0.746 
Q10_19¢ 0.773 
Q10_20w 0.819 
Q10_3w 0.854 
Q10_7w 0.839 











INNOVATION 
service (s), organisation (0) 


Q8_10s 0.805 
Q8_11s 0.839 
Q8_13s 0.825 
Q8_3s 0.815 
Q8_7s 0.821 
Q8_8s 0.793 
Q8_120 0.856 
Q8_160 0.716 
Q8_60 0.824 








MANAGERIAL ENGAGEMENT 
Task (t), change(c) 


Q9_11t 0.754 
Q9_12t 0.851 
Q9_13t 0.845 
Q9_14t 0.768 
Q9_18t 0.767 
Q9_24t 0.782 
Q9_3c 0.830 
Q9_4c 0.752 
Q9_5c 0.821 
Q9_8c 0.822 








TABLE 2 
RELIABILITY AND CONVERGENT VALIDITY 





Composite Average Variance 


Cronbach's Alpha rhea Reliability Extracted (AVE) 





change 0.821 0.822 0.882 0.651 
comp 0.766 0.769 0.851 0.590 
org 0.716 0.719 0.842 0.641 
Task 0.883 0.885 0.912 0.633 
service 0.900 0.900 0.923 0.666 
work 0.787 0.787 0.876 0.701 
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TABLE 3 TABLE 4 
VARIANCE INFLATION FACTORS FOR INNER MODEL WEIGHTS AND SIGNIFICANCE 
Testing at the 
mo“ ME wd c a t P Values a 0.05 level of 
INNO 1.552 1.779 vine significance 
ME 1.762 change -> ME 0.456 0.000 Significant 
change 2.319 task -> ME 0.627 0.000 Significant 
oe ies comp -> OP 0.579 0.000 Significant 
org 1.829 feast 
work -> OP 0.521 0.000 Significant 
service 1.829 _ 
weit 2094 org -> INNO 0.336 0.000 Significant 
comp 2.006 Service-> INNO 0.743 0.000 Significant 








*Innovation (INNO), Managerial engagement (ME), 
Organisational performance (OP) 


The weights of the lower order constructs need to be assessed as these represent the higher order constructs and 
there significant relationships (Becker et al. 2012). Thus, the weights were generated from SmartPLS 3 showing the 
T Statistics and p-values of the relationship between the dimensions and their respective higher order constructs as 
shown in Table 4. 


Since the Repeated Indicators approach (RIA) was utilised, the weights are represented by the standardised 
path coefficients. Chin (1998) suggests that the standardised path coefficients ought to be above 0.3 in order for 
the relationship to be meaningful. The path coefficients shown in Table 4 are all positive and are above 0.3 thus 
meaningful relationships have been established. Furthermore, the p values are all significant at the 0.05 level of 
significance thus consolidating the magnitude of the path coefficients. 


Hypotheses testing 


Having determined the level of significance (Alpha) at a 0.05 which is a 95% confidence level, all four null 
hypotheses in this study were tested. The results from the test are shown in Table 5 below. 








TABLE 5 
HYPOTHESIS TEST 
Path coefficients i Pee P Values sea ctiaih nen 
INNO -> OP 0.380 2.487 0.013 YES 
INNO -> ME 0.566 7.625 0.000 YES 
ME ->OP 0.291 2.572 0.010 YES 





As shown in Table 5, the p values are less than 0.05. Therefore, there is insufficient evidence to support the null 
hypotheses thus accepting the alternative hypotheses. In order to test for mediation, the indirect effect was assessed 
as shown in Table 6 below. 


TABLE 6 
TOTAL INDIRECT EFFECTS 








Original Standard er Significant 
Sample ae Deviation i ee P Values at the a 0.05 
(0) (STDEV) level 
INNO -> ME 
INNO -> OP 0.165 0.161 0.071 2.335 0.020 YES 


ME ->OP 
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From the table above, it can be noted that based on the p value < 0.05, the indirect effect from innovation to 
organisational performance is significant implying that there is mediation. However, mediation can either be full 
or partial mediation (Lowry & Gaskin 2014). Since the direct path still remained significant in the presence of the 
mediator, it can be concluded that there is partial mediation. 


DISCUSSION OF RESULTS 


Table 7 depicts the summarised results for the test of significances for the study’s four hypotheses. 


TABLE 7 
SIGNIFICANCE TEST FOR HYPOTHESES 











Hypothesis Outcome 

H(null),: Innovation has no effect on organisational performance. Insufficient evidence to support null hypothesis. 
H(alt),: Innovation has a positive influence on organisational performance. Alternative hypothesis accepted. 

H(null),: Innovation has no effect on managerial engagement. Insufficient evidence to support null hypothesis. 
H(alt),: Innovation has a positive influence on managerial engagement. Alternative hypothesis accepted. 

H(null),: Managerial engagement has no effect on organisational performance. Insufficient evidence to support null hypothesis. 
H(alt),: Managerial engagement has a positive influence on organisational performance. Alternative hypothesis accepted. 

H(null),: Managerial engagement does not mediate the relationship between innovation and organisational _ Insufficient evidence to support null hypothesis. 
performance. Alternative hypothesis accepted. 

H(alt),: Managerial engagement mediates the relationship between innovation and organisational 

performance. 





Influence of innovation on organisational performance 


The aim of the first secondary objective was to investigate the influence of innovation on organisational 
performance. The results generated in Table 5 show that p<0.05 hence there was insufficient evidence to support 
the null hypothesis. As a result, the alternate hypothesis was accepted thus concluding that innovation has a positive 
influence on organisational performance in the South African service retail sector. The results of the study support 
the findings from previous studies which also concluded that there exists a positive relationship between innovation 
and organisational performance (Anning-Dorson 2017; Chatzoglou & Chatzoudes 2018; Kemp et al., 2003; Koellinger 
2008). In the context of this study, the results imply that service and organisational innovation have a positive influence 
on employee work performance and the overall competitiveness of a service retailer. 


Therefore, through organisational innovation, the efficiency of administrative processes can be improved and 
employees are able to place greater focus on the core aspects of their tasks and less focus on mundane tasks which 
can be automated through organisational innovation. Through creating conducive work spaces, employee behaviour 
and attitudes can be improved thus creating an environment which fosters productivity (Gunday et al. 2011; Oeij et 
al. 2012). AS employee experience improves, it positions an organisation to operate competitively as the quality of 
services is also likely to improve resulting in improved customer satisfaction (StaffConnect 2018). 


Whilst service innovation can enhance customer experience, research shows that without adequate managerial 
engagement, new technologies can overwhelm employees (Teo & Wong 1998). Hence, the manner in which new 
technologies are implemented is pivotal to adoption. 


Influence of innovation on managerial engagement 


The second secondary objective of the study was to investigate the influence of innovation on managerial 
engagement. The results generated in Table 5 show that p<0.05 hence there was insufficient evidence to support 
the null hypothesis. As a result, the alternate hypothesis was accepted thus concluding that innovation has a positive 
influence on managerial engagement in the South African service retail sector. This implies that innovation in the 
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workspace and in services has a positive influence on a manager’s task effectiveness and ability to embrace and 
inspire change. Thus, managements’ ability to listen to the market, and monitor change both internally and externally 
contributes to how well organisations are able to learn and adapt (Rao 2016). In terms of Information Communication 
Technologies, such innovations can be harnessed to improve the level of communication between managers and 
employees (Staff Connect 2018). 


For example, new platforms of communication through social media or mobile phone applications can greatly 
enhance the level of communication by creating platforms of engagement such as online project management 
and performance assessment (StaffConnect 2018). In addition to that, new technologies are likely to result in new 
methods of work as innovation in one area may require changes in another area in order to ensure integration of 
new technologies (Hickman, 2009). As a result, managers are challenged to become more engaged in providing a 
supportive role to employees in order to assist them in navigating the changes (Waddell et al. 2018). 


Previous research showed that there is a positive correlation between innovation and engagement however, a 
causal relationship was not determined (Beardmore 2013). The results of this study have provided empirical evidence 
to confirm a causal relationship between innovation and managerial engagement. 


Influence of managerial engagement on organisational performance 


The aim of the third secondary objective was to investigate the influence of managerial engagement on 
organisational performance. The results generated in Table 5 show that p<0.05 hence, there was insufficient evidence 
to support the null hypothesis. As a result, the alternate hypothesis was accepted thus concluding that managerial 
engagement has a positive influence on organisational performance in the South African service retail sector. This 
implies that a manager’s (1) task effectiveness, (2) ability to develop self (3) ability to develop other’s, (4) ability to 
empower and (4) ability to support employees has a positive influence on employee work performance in terms of 
their (1) task efficiency, (2) effectiveness and (3) innovative work behaviour. As a result of employee work satisfaction, 
organisational competitiveness can be improved. 


As discussed by Georgiades (2015), managers are role models for behaviour, hence a manager’s personal 
engagement, as it relates to their actions, demeanour and integrity influences the attitudes of the employees since 
attitudes are learned predispositions. Therefore, a manager’s ability to develop themselves through learning can be 
considered a key factor of driving performance. This is supported by existing literature which suggests that the ability 
of leaders to monitor the external environment in order to manage change effectively contributes to how swiftly the 
organisation is able to learn and remain agile (Rao 2016). 


In addition to that, research shows that an improvement in managerial commitment also has a direct influence 
on employee commitment and their loyalty (Corporate Leadership Council 2005). As a result, as discussed by Alfes, 
Shantz, Truss and Soane (2013), employee loyalty is likely to result in reduced employee turnover and subsequently 
less expenditure on recruitment. Thus, organisations are able to retain high performing employees and maintain the 
quality of services provided. 


Mediation 


The primary objective of the study which addresses the main research question, was to investigate the mediating 
effect of managerial engagement in the relationship between innovation and organisational performance. There was 
insufficient evidence to support the null hypothesis hence the alternate hypothesis was accepted and thus concluded 
that managerial engagement partially mediates the relationship between innovation and organisational performance. 
Utilising the behavioural categories identified by Yukl et al. (2012), it can thus be concluded that a manager’s ability 
to (1) embrace innovation, (2) continuously learn and (3) implement changes; coupled with their ability to (1) provide 
support to employees, (2) create strong interpersonal relationships and (3) inspire a culture of creativity; partially 
mediates the influence that innovation has on organisational performance. 
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The results of the study reveal the growing importance of managerial engagement as managers assume various 
roles which determine the effectiveness of innovation. Since managers are role models for behaviour (Georgiades 
2015), they can be considered as influencers whose attitude towards innovation is imitated by employees. Through 
their level of change orientation as described by Yukl et al. (2002), managers can also be considered as facilitators 
or drivers of transformation through their ability to identify opportunities and initiate new strategies in response to 
changes in the external environment. 


Apart from a manager’s ability to monitor the environment, they also provide a support structure through which 
innovation is sustained Tidd et al. (2005). The support structure can be in the form of training and development of 
employees as well as ensuring they are accessible for consultation. Such attributes of managers provide insight into 
the growing importance of managerial engagement as a means through which innovations in organisations can be 
implemented and sustained. 


RECOMMENDATIONS 


Since the results have shown that managerial engagement partially mediates the relationship between innovation 
and organisational performance, service retailers ought to take into consideration the critical role that managerial 
engagement plays in facilitating innovation and driving organisational performance. Therefore, the following 
recommendations can be considered in order to ensure that service retailers have effective management. 


. Organisations need to recruit managers with adequate knowledge and skills to promote and sustain innovation for 
optimum organisational performance. 

. Senior leaders in organisations ought to provide a clear strategy for the growth and development of managers. For 
example, in their annual report, Capitec bank highlights their investment in developing managers by ensuring that 
first line managers have a formal education in courses such as management courses (Capitec bank 2019). 

. Since positive employee experience may result in less undesirable circumstances such as strikes (Capitec bank 
2019), managers need to develop good human relations skills in order to improve their relationships with employees. 

. Organisations ought to provide adequate resources required for managers to work effectively through investing 
in technologies which may improve the level of work efficiency. In turn, this may relieve managers from mundane 
tasks in order to focus their attention on more meaningful work. The retail industry is gravitating towards the 
digitally driven online business model (Pantano & Timmermans 2014). Therefore, the key to change is through 
gradual integration of digital technologies into operations. 

° It is imperative for organisations to engage managers in the innovative process. As a result, managers develop a 
sense of ownership and may adopt the innovations with greater ease. Thus, positioning themselves to encourage 
employees to also adopt new technologies. 

° Managers ought to be self-driven in order to accomplish their tasks underpinned by their openness to new ideas 
and co-creating value with employees. 


LIMITATIONS AND AREAS OF FUTURE RESEARCH 


Although utilising PLS-SEM was advantageous in providing inferences from a small sample size, as discussed by 
Gelman and Carlin (2014), the size of the sample still has a bearing on statistical power. Therefore, a larger sample 
size would have been more suitable. Apart from the size of the sample, a single university was utilised to represent 
the population. However, including respondents from each of the service retailers within the sampling frame would 
have been ideal in order to provide a heterogeneous sample. 


The relationship between innovation and organisational performance can be mediated or moderated by various 
internal and external factors such as organisational structure and government policies. Hence future studies 
could investigate the influence of such factors in mediating or moderating the relationship between innovation and 
organisational performance. 
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CONCLUDING REMARKS 


Having successfully addressed the research questions, it can be noted that innovation, managerial engagement 
and organisational performance cannot be considered independently or in a simple linear fashion. Rather these three 
constructs ought to be considered as interconnected aspects within an organisation which all contribute towards the 
overall competitiveness of an organisation, as depicted in Figure 2 below. 


As aresult, the successful implementation of new technologies requires an integration of technology and managers 
who are at the forefront of driving and facilitating the process of adoption and implementation. As innovative behaviour 
is encouraged within an organisation, it may result in new creations and subsequently improve the quality of services 
offered. As organisations perform competitively, they are likely to be well positioned to invest in innovation, hence 
organisational performance may also have a bearing on a firm’s innovation capability. As new technologies bring 
about changes within organisations, managerial engagement can be considered a key organisational capability that 
can be utilised to bring reassurance and stability among the employees in times of change. 


REFERENCES 


Akben-Selcuk, E. 2016. Factors affecting firm competitiveness: Evidence from an Emerging Market. International Journal of Financial 
Studies, 4(9): 1-10. 


Alfes, K., Shantz, A. D., Truss, C. & Soane, E. 2013. The link between perceived human resource management practices, engagement 
and employee behaviour: a moderated mediation model. The International Journal of Human Resource Management, 24(2): 330-351. 


Anning-Dorson, T. 2017. How much and when to innovate. The nexus of environmental pressures, innovation and service firm 


performance. European Journal of Innovation Management, 20(4): 599-619. 
Antonites, A. 2020. Exploring Creativity & Innovation. 2nd ed. Pretoria: Van Schaik Publishers. 


Attridge, M. 2009. Measuring and managing employee work engagement: A review of the research and business literature. Journal 
of Workplace Behavioural Health, 24(4): 383-398. 


Baran, M. & Sypniewska, B. 2020. The impact of management methods on employee engagement. Sustainability, 12(426): 1-15. 


Barrick, R. M., Thurgood, G. R., Smith, T. A. & Courtright, S. H. 2015. Collective Organisational Engagement: Linking motivational 
Antecedents, Strategic Implementation and Firm Performance. Academy of Management Journal, 58(1): 111-135. 


Beardmore, L. 2013. Employee Engagement and Innovation. [Online] Available at: https://engageforsuccess.org/employee-engagement- 
and-innovation [Accessed 30 July 2019]. 


Becker, J. M., Klein, K. & Wetzels, M. 2012. Hierarchical latent variable models in PLS-SEM: Guidelines for using reflective- 
formative type models. Long Range Planning, Volume 45: 359-394. 


Best Companies 2018. What is managerial engagement. [Online] Available at: https://www.b.co.uk/insighthub/what-is-managerial- 
engagement/ [Accessed 26 July 2020]. 


Calantone, R. J., Cavusgil, S. T. & Zhao, Y. 2002. Learning orientation, firm innovation capability and firm performance. Industrial 
Marketing Management, Volume 31: 515-524. 


Calik, E., Calisir, F. & Cetinguc, B. 2015. A scale Development for Innovation Capability Measurement. Journal of Advanced 
Management Science, 5(2): 68-76. 


Capitec bank 2019. Integrated Annual Report. [Online] Available at: https://resources.capitecbank.co.za/Integrated_annual_report_2019. 
pdf [Accessed 21 October 2019]. 


Chatzoglou, P. & Chatzoudes, D. 2018. The role of innovation in building competitive advantages: an empirical investigation. 
European Journal of Innovation Management, 21(1): 44-69. 


Chin, W. W. 1998. Issues and opinions on structural equation modeling. Management Information Systems Quartely, 22(1): 1-14. 


Churchill, G. A. 1979. A paradigm for developing better measures of marketing constructs. Journal of Marketing Research, 16(1): 64-73. 


30 The Retail and Marketing Review: Vol 17 Issue 1 (2021) ISSN: 2708-3209 


Corporate Leadership Council Employee Survey 2004. Driving Performance and Rentention through employee engagement, s.l.: 


Corporate Leadership Council Employee Survey. 


Corporate Leadership Council 2005. Managing for High Performance and Retention. An HR Toolkit for Supporting the Line Manager. 
[Online] Available at: http://ceboard.vo.lInwd.net/ol/HRMedia/Vendor/Delivering%20Future_Focused%20Performance%20 
Feedback/story_content/external_files/Managing%20for%20High”20Performance.pdf [Accessed | April 2019]. 


Darroch, J. 2005. Knowledge management, innovation and firm performance. Journal of Knowledge Management, 101-115. 
de Jong, J. & den Hartog, D. 2010. Measuring innovative work behaviour. Creativity and Innovation Management, 19(1): 23-36. 


Diamantopoulos, A. 1994. Modelling with LISREL: A guide for the uninitiated. Journal of Marketing Management, Volume 10: 
105-136. 


Gaskin, J. 2018. Common Method Bias (CMB) in PLS (partial least squares). [Online] Available at: https://www.youtube.com/user/ 
Gaskination [Accessed | October 2019]. 


Gaskin, J. 2019. PLS. [Online] Available at: https://drive.google.com/file/d/OB3T 1 TGdHG9aENHhY OTY xbGw5NEk/view [Accessed 
30 September 2019]. 


Gelman, A. & Carlin, J. 2014. Beyond power calculations: Assessing type S (Sign) and type M (Magnitude) errors. Perspectives on 
Psychological Science, 9(6): 641-651. 


Georgiades, S. 2015. Employee engagement in Media Management, Switzerland: Spring International Publishing. 


Gilson, L. L. & Litchfield, R. C. 2017. Idea collections: a link between creativity and innovation. Innovation: Organization & 
Management, 19(1): 80-85. 


Grewal, D., Ailawadi, K. L., Gauri, D., Hall, K., Kopalle, P. & Robertson, J.R. 2011. Innovations in retail pricing and promotions. 
Journal of Retailing, 87(1): 43-52. 


Gunday, G., Ulusoy, G., Kilic, K. & Alpkan, L. 2011. Effects of innovation types on firm performance. International Journal of 
Production Economics, Issue 133: 662-676. 


Haynes, K. 2018. The three faces of managerial engagement. [Online] Available at: https://www.linkedin.com/pulse/three-faces- 
managerial-engagement-kammy-haynes-ph-d- [Accessed 26 July 2020]. 


Hickman, G. R. 2009. Leading Change in Multiple Contexts: Concepts and Practices in Organizational, Community, Political, Social 
and Global Change Settings. s.1.:Sage. 


Hristor, L. & Reynolds, J. 2015. Perceptions and practices of innovation in retailing. Challenges of definition and measurement. 
International Journal of Retail and Distribution Management, 43(2): 126-147. 


Jahanian, F. 2018. 4 ways universities are driving innovation. [Online] Available at: www.weforum.org [Accessed 4 January 2019]. 


Jarvis, C. B., MacKenzie, S. B. & Podsakoff, P. M. 2003. A critical review of construct indicators and measurement model misspecification 


in Marketing and Consumer Research. Journal of Consumer Research, 30(2): 199-218. 


JCWG, 2016. J.C Willams Group Global Retail Advisors. [Online] Available at: https://retaileye.wordpress.com/2016/11/15/defining- 
the-future-of-retail-the-7-key-drivers-of-innovation-in-2016/ [Accessed 24 July 2019]. 


Jenatabadi, H. S. 2015. An Overview of Organizational Performance Index: Definitions and Measurements. s.1.:s.n. 


Keith, T. Z. 2019. Multiple Regression and Beyond. An introduction to Multiple Regression and Structural Equation Modelling. 3rd 
edition ed. New York: Routledge Taylor & Francis Group. 


Kemp, R. G. M., Folkeringa, M., de Jong, J. P. & Wubben, E. F. 2003. Innovation and firm performance. s.1., s.n: 1-67. 


Kock, N. 2015. Common method bias in PLS-SEM: A full collinearity assessment approach. International Journal of e-Collaboration, 
11(4): 1-10. 


Koellinger, P. 2008. The relationship between technology, innovation and firm performance-Empirical evidence from e-business in 
Europe. Research Policy, Issue 37: 1317-1328. 


Investigating the mediating role of managerial engagement in the SA University service retail sector 31 


Kumar, V., & Pansari, A. (2016). Competitive advantage through engagement. Journal of Marketing Research, 497-514. 


Leung, L. 2015. Validity, reliability, and generalizability in qualitative research. Journal of Family Medicine and Primary Care, 4(3): 
324-327. 


Levy, M., Weitz, B. A. & Beitelspacher, L. S. 2012. Retailing Management. 8th ed. New York: McGraw-Hill. 


Lowry, P. B. & Gaskin, J. 2014. Partial Least Squares (PLS) Structural Equation Modeling (SEM) for building and testing Behavioural 
Causal Theory: When to choose it and how to use It. IEEE Transactions on Professional Communication, 57(2): 123-146. 


Mani, V. 2011. Analysis of employee engagement and its predictors. International Journal of Human Resource Studies, 1(2): 15-26. 


OECD (2007). Innovation Strategy for education and training Innovation: the OECD definition. [Online] Available at http://www. 
oecd.org/document/10/0,3746,en_2649 35845581 40898954 1 1 1 1,00.html [Accessed 15 July 2020]. 


Oeij, P. R., Dhondt, S., Kraan, K. & Vergeer, R. 2012. Workplace innovation and its relations with organisational performance and 
employee commitment. [Online] Available at: https://elmmagazine.eu/issue-4-2012/workplace-innovation-and-its-relations-with- 
organisational-performance-and-employee-commitment/ [Accessed 30 July 2019]. 


Pantano, E., Priporas, C.-V., Sorace, S. & Lazzolino, G. 2017. Does Innovation-orientation lead to retail industry growth? Empirical 


evidence from patent analysis. Journal of retailing and consumer services, January, Volume 34: 88-94. 
Pantano, E. & Timmermans, H. 2014. What is smart for retailing. Environmental Sciences, Volume 22: 101-107. 


Pathik, B. B., Chowdhury, M. T. & Habib, M. 2012. Analysis of educational supply chain management model: A case study approach. 
International conference on Industrial Engineering and Operations management, 1082-1092. 


Patten, M. C. & Newhart, M. 1997. Understanding Research Methods. 10th ed. New York: Routledge Taylor & Francis Group. 


Payne, B. 2018. HDI. [Online] Available at: https://www.thinkhdi.com/library/supportworld/20 1 8/measuring-service-quality-part- 
of-performance-management.aspx [Accessed 24 July 2019]. 


Petter, S., Straub, D. W. & Rai, A. 2007. Specifying formative constructs in information systems research. MIS Quartely, 3 1(4): 623-656. 


Piening, E. P. & Salge, T. O. 2015. Understanding the antecedents, contingencies and performance implications of process innovations: 
A dynamic capabilities perspective. Journal of Product Innovation Management, I(32): 80-97. 


Rao, V., 2016. Innovation through Employee Engagement. Melbourne, s.n. 


Renko, S. & Druzijanic, M. 2014. Perceived usefulness of innovative technology in retailing: consumers’ and retailers’ point of view. 
Journal of Retailing and consumer services, September, Volume 21: 836-843. 


Richter, N. F., Cepeda, G., Roldan, J. L., Ringle, C. M. 2016. European management research using partial least squares structural 
equation modeling (PLS-SEM): Editorial. European Management Journal 34(1): 589-597. 


Ringle, C. M., Sarstedt, M. & Straub, D. W. 2012. A critical Look at the Use of PLS-SEM in MIS Quartely. MIS Quartely, 36(1): ili-xiv. 


Souto, J. E. 2015. Business model innovation and business concept innovation as the context of incremental innovation and radical 


innovation. Journal of Tourism Management, Issue 51:142-155. 


Teo, T. S. & Wong, P. K. 1998. An empirical study of the performance impact of computerization in the retail industry. Omega 
International Journal of Management Sciences, 26(5): 611-621. 


Thornton, S. C. & Naude, P. 2014. Conceptualizing and validating organisational networking as a second order formative construct. 
Industrial Marketing Management, 43(6): 951-966. 


Tidd, J., Bessant, J. & Pavitt, K. 2005. Managing Innovation. Integrating Technological, Market and Organisational Change. 3rd ed. 
West Sussex: John Wiley & Sons Ltd. 


University College London, 2013. Staff survey 2013: results presentation. [Online] Available at: https://docplayer.net/17609288- 
University-college-london-staff-survey-2013-results-presentation.html [Accessed 15 August 2017]. 


van Rie, A. C., Henseler, J., Kemény, I. & Sasovova, Z. 2017. Estimating hierarchical constructs using consistent partial least squares: 


The case of second-order composites of common factors. Industrial Management & Data Systems, 117(3): 459-477. 


32 The Retail and Marketing Review: Vol 17 Issue 1 (2021) ISSN: 2708-3209 


van Vulpen, E. 2016. AIHR Blog & Academy. [Online] Available at: https//www.analyticsinhr.com/blog/employee-performance- 
metrics/ [Accessed 24 July 2019]. 


Vij, S. & Bedi, H. S. 2016. Are subjective business performance measures justified? International Journal of Productivity and 
Performance Management, 65(5): 603-621. 


Vlachvei, A., Notta, O., Karantininis, K. & Tsounis, N. 2017. Factors Affecting Firm Competitiveness and Performance in the Modern 
Business World. Hershey: IGI Global. 


Waddell, D., Creed, A., Cummings, T. G. & Worley, C. G. 2018. Organisational Change: Development and Tranformation. 7th ed. 
South Melbourne: Cengage Learning. 


Wen-Cheng, W., Chien-Hung, L. & Ying-Chien, C. 2011. Types of Competitive Advantage and Analysis. International Journal of 
Business and Management, 6(5), pp. 100-105. 


Witell, L., Snyder, H., Gustafsson, A., Fombelle, P.W. & Kristensson, P. 2015. Defining service innovation: A review and synthesis. 
Journal of Business Research, 1-10. 


World Economic Forum, 2020. The Future of Jobs Report, Geneva: World Economic Forum. 


Yukl, G., Gordon, A. & Taber, T. 2002. A hierarchical taxonomy of leadership behaviour: Integrating a half century of behaviour 
research. Journal of Leadership and Organizational Studies, 9(1): 15-33. 


The Perceptions Of Customers Towards 
Private Label Brands In The Grocery Retail 
Sector: A Case Of Ethekwini Municipality 


Mr SG Ndlovu* Mr S Heeralal 
Department of Business Management Department of Business Management 
University of Zululand University of Zululand 


sbonelogiftndlovu@yahoo.co.za heeralals@unizulu.ac.za 


*Corresponding author 


ABSTRACT 


The introduction of private label brands in the grocery retail industry has created various opportunities for grocery 





retailers. It has also afforded them the opportunity to increase their sales and improve profitability margins, while 
cutting on the cost of production for private label brands. Interestingly, while grocery retailers seize the opportunities 
brought by their investment on private label brands, they are however faced with perceptions that arise from customers. 
The main objective of this research was to uncover the perceptions of customers toward private label brands, using 
eThekwini Municipality as the case study. This present study employed a quantitative research approach, where 389 
participants were systematically sampled to participate. Quantitative and qualitative data was analysed using SPSS 
version 25 and the content analysis respectively. The significant finding of the analysed data shows that customers in 
the eThekwini Municipality were still skeptical of private label brands. Furthermore, the study found that demographic 
factors of age and salary of customers have effect on their perceptions toward private label brands. This paper 
contributes to the scarce literature on private label brands, in the South African context. Further equipping grocery 
retailers with the understanding of customers’ perception concerning their private label brands. 


Keywords: Private label brands; Customers; Grocery retailers; Perceptions; Manufacturer brands 











INTRODUCTION 


Private label brands are defined as products or brands that are manufactured by grocery retailers (Chopra, 
Dasgupta & Gupta, 2016; De & Singh, 2017). They further opine that private label brands can also be viewed as 
products that are manufactured by a third party on behalf of grocery retailers. Such products are then sold under the 
name of the retailer or any name given by the retailer (Chopra, Dasgupta & Gupta, 2016; De & Singh, 2017). In South 
Africa, multiple grocery retailers have their own ranges of private label brands. These include: No name brand (Pick 
n Pay), RiteBrand (Shoprite), Spar and SaveMore brands (Spar), Woolies (Woolworths), House brand (Checkers), 
amongst others (Trade Intelligence, 2017). 


The inception of private label brands does not only create an opportunity for big retailers to increase their retail 
market share in the grocery retail sector in South Africa, it also enables them to compete with other private label 
brands for a market share. Also, it competes with manufacturer brands in terms of price and quality (Chopra et al., 
2016). Furthermore, according to Hudson (2018), some grocery retailers tactically introduced private label brands to 
reduce competition and build their own brands that enhanced loyalty amongst their customers. These private label 
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brands went on to be low priced products accompanied by questionable quality over the years (De & Singh, 2017). 
Hence, studying prevalent customer perceptions toward private label brands will assist South African grocery retailers 
with the necessary course for action. Kazmi (2012) points out the importance of understanding customer perceptions. 
Kazmi (2012) posits that customer perceptions are key in actively influencing what customers buy and how constantly 
they purchase a particular brand. Customers in developing countries are perceived to possess little knowledge 
regarding private label brands, thus leaving private label brands prone to negative perceptions and skepticism (Lin, 
Dawson & Marshall, 2009; Beneke, 2010; Beneke & Carter, 2015). Sequel to the foregoing, the study aims to achieve 
the following objectives: 


° To investigate the perceptions of customers towards private label brands in the grocery retail sector. 
° To examine the demographic effect of customers’ perceptions towards private label brands. 


LITERATURE REVIEW 
History of Private Label Brands 


South Africa is a country with various cultures, different backgrounds and lifestyles. According to Fibri & Frost 
(2019), not all products appeal the same way amongst customers and potential customers. Consequently, it is 
vital to understand the underlying perceptions of South African customers toward private label brands. Historically, 
private label brands have come with certain critiqued perceptions. Traditionally, perceptions and beliefs develop over 
time, thus, consumers tend to have developed historic perceptions around private label brands (McNeill & Wyeth, 
2011). These developed historic perceptions may either be positive or negative. Hence, customers develop sceptical 
perceptions around new brands in the market (McNeill & Wyeth, 2011). These perceptions include lower prices and 
lower quality products (Rossi et al, 2015). In addition, private label brands historically were welcomed as low-priced 
products accompanied with low quality levels (De & Singh, 2017). Furthermore, Rossi et al., (2015) in their result 
found that customers consider a lot of aspects when perceiving private label brands. For instance, customers came 
to these perceptions in benchmarking private label brands against manufacturer brands (Rossi et al, 2015). 


Studies such as (Deloitte, 2015; Euromonitor International, 2014) reveal that perceptions of customers surrounding 
private label brands have changed. Over the years, private label brands are said to have been developed and 
emerged to be strong competitors of manufacturer brands (Beneke, Greene, lok & Mallet, 2012). However, the 
question remains if this is the actual case in South Africa? Thus, this present study seeks to proffer answers to the 
identified question through its objectives. 


Factors influencing customer perceptions 


Several factors affect customers’ perception for private label brands (Mercer, 2017).This implies that grocery 
retailers are required to recognize factors that shape customers’ perceptions regarding brands: specifically private 
label brands. Desai (2009) concludes that there are internal and external factors that influence customers’ perceptions. 
Some of the internal factors include customers’ lifestyle, personality, attitude, knowledge and affordability (Desai, 
2009). 


Mourali (2005) in Desai (2009) avers that it is not only internal or personal factors that shape a customer’s 
perception, external factors also. The external factors include: economic, demographic, technological changes, 
political landscapes and globalisation (Desai, 2009). It is for such that grocery retailers in South Africa should collect 
enough information about the perceptions of customers toward their private label brands. On the other hand, Desai 
(2009) also studies the link between the concepts of CRM (Customer Relationship Management) and customer 
perceptions, with emphasis on how to attract and retain customers by attempting to effectively understand their 
perceptions. Mercer (2017) further states factors that influence customers’ perceptions towards brands. These factors 
include: Price, quality, service quality, packaging, branding and reputation. Consistent with the listed factors, however, 
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UK Essay (2018) adds promotion as another factor that influence customer perception. The pricing of private label 
brands or any product often builds certain perceptions about the particular product offered (Boyle & Lathrop, 2013). 
Less-expensive products are often thought or perceived to be lesser quality (Mercer, 2017). Suffice to state that 
quality is considered to breed influence for perceptions surrounding private label brands. Moreover, the quality of 
a private label determines whether customers will be satisfied or disappointed with the product, therefore product 
quality is vital in the purchase decision of a customer (UK Essays, 2018; Mercer, 2017). 


Additionally, Mercer (2017) further highlighted the importance of packaging and branding in building up perceptions 
amongst customers. It is argued that packaging and branding have a positive influence on the perceptions of 
customers and purchase intention towards products (Mercer, 2017). Packaging and branding private label brands 
prove to be essential, more especially since South African customers were said to be sceptical around private label 
brands (Beneke, 2010; Nielsen, 2014). 


Reputation together with promotions is deemed vital also. Customers like associating themselves with stores 
or retailers with good reputation (Mercer, 2017). They discard shopping for products from less reputable retailers. 
Therefore, grocery retailers must divulge promotional activities in order to build a reputable brand that customers will 
perceive positively (UK Essays, 2018). 


Effect of pricing and quality on customers’ perceptions towards private label brands 


In the literature, the pricing and quality of private label brands have certain influence on the perceptions of 
customers. Boyle and Lathrop (2013) in their conclusions reported that customers usually used price as a perceptual 
indicator for quality. Sequel to their findings, they opine that customers disregard price as an indicator for quality 
(Boyle & Lathrop, 2013). Hence, this present study represents the importance for South African grocery retailers 
to constantly research customer perceptions toward their private label brands. Moreover, majority of the previous 
studies were centred on the American and European customer perceptions (Diallo & Seck, 2018). 


Literature presumes that grocery retailers should engage in the process of offering private label brands that are 
low in price though of high quality (Olbrich & Jansen, 2014) as supported by the findings of (Beneke, Brito & Garvey, 
2014).The findings of Chopra and Dasgupta (2017) endorse for grocery retailers to engage in such practice when 
seeking to increase the market penetration of private label brands (Nielsen, 2018). He further opines that this such 
should be regardless of the existing perceptions that private label brands come with low quality products. However, it 
is not entirely the case in all ranges of private label brands (Nielsen, 2018). For instance, some premium private label 
brands customers perceive them at par with manufacturer brands in terms of quality (Nielsen, 2018). Desai (2009) 
opines that pricing and quality are also important in attracting and retaining customers. Grocery retailers can thus 
pay attention in both aspects. The finding of the study promotes for the investigation of the perceptions of customers 
regarding private label brands in the grocery retail sector in South Africa. Since the studies (Chopra & Dasgupta, 
2017; De & Singh, 2017) were conducted in India, the perceptions are of Indian customers and may not represent 
those in the South African context. Moreover, both studies focused on the Clothing, Grocery and mostly Apparel 
industries (Chopra & Dasgupta, 2017; De & Singh, 2017). However, the study of Chopra & Dasgupta (2017) only 
focused on practitioners, whilst the present study focuses on customers. The findings of such study have proven to be 
successful in obtaining data especially since it is within a mall setting where the researcher used systematic sampling 
to identify individual shopping customers within grocery retailers. 


Demographic influence on perceptions for private label brands 


Pratap (2018) states that demographic factors play pivotal role on customers’ perception towards private label 
brands. According to Pratap (2018), certain demographic factors conceal certain customer behaviours that may 
be otherwise. However, this study focused on the following demographic characteristics and their effect towards 
customer perception of private label brands; Age, gender, level of income and level of education. 
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Age 

Age has various effects on customers’ decision on brands (Pratap, 2019). In congruence, In & Ahmad (2018) had 
earlier stated that young individuals are less likely to be complex when making a brand choice compared to older 
people who are said to be more difficult when making brand choices and buying decisions (In & Ahmad, 2018; Pratap, 
2018). However, young people especially, those below the ages of 25 years still look for alternatives in their brand 
decisions (Puska et al., 2018). In support of this, Mehra (2016) had earlier stated that younger customers are said to 
be more eager in trying out new brand products. 


Gender 


Literature maintains that both males and females are indifferent in the aspect of choosing and perceiving different 
brands (Patrap, 2018; In & Ahmad, 2018). Moreover, both male and females have different taste with regards to 
brands. Therefore, research provides that in most households, females have the utmost power in choosing products 
and brands to purchase (Patrap, 2018). The conclusions of the work of Puska et al., (2018) confirmed that females 
are more responsible for purchase decisions at home than males. Females spend much time looking and perceiving 
different brands before making a purchase (Puska et al., 2018). The study shows that these perceptions regarding the 
demographic factors are prevalent in the Slovakian and Pakistani respectively. Therefore, this study also examines 
gender as a demographic factor which may possibly influence customers’ perceptions toward private label brands. 


Level of income 


The level of income is said to be relatively important when customers make decisions regarding their groceries 
(Patrap, 2018). Without income, customers will not be able to purchase any product, including private label brands. 
Hence, income levels are likely to affect the perceptions of customers toward private label bands (Berges-Sennou, 
Hassan, Monier-Dilhan & Raynal, 2007). These perceptions are said to be likely from the medium income classes (Cole 
& Sethuraman, 1999 in Berges-Sennou et al., 2007). Therefore, middle class to low income earners are prospective 
consumers to purchase private label brands for convenience compared to high income earners who actively purchase 
manufacturer brands due to their high quality product ranges (Dimitrieska, Koneska, Kozareva & Teofilovska, 2017). 
Moreover, they have the desired income to afford the high prices 


Level of education 


Previous studies argue that individuals who are formally educated are more knowledgeable about products and 
various brands (Koshy, 2008; In & Ahmad, 2018). According to Glynn and Chen (2009) as well as In and Ahmad 
(2018), the level of education of people make them consider a lot of brand information, benefits and associated risks 
before making decision following their preference. Patrap (2018), state that the level of education of people make 
them evaluate their brand options on the information at hand. Meanwhile, Koshy (2008) following the conclusion of his 
study had earlier suggested that retailers provide additional informative reminders about their private label brands. On 
the other hand, the work of Puska et al., (2018) revealed that private label brands are prominent amongst the middle- 
aged women (40 years) with secondary education. This finding is generalizable to Norway or maybe in European 
countries. Hence, this present study investigates the subject matter considering the South African perspective with 
focus on eThekwini Municipality, in the Kwazulu-Natal province. 


RESEARCH METHODS 
Sampling Procedure and Size 


The targeted population for this study were customers who purchased groceries from grocery retail stores within 
the four regions of eThekwini Municipality (North, West, South and Central). The researcher initially sampled 400 
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customers, while targeting 100 customers per region. This was done using the Krejcir and Morgan sampling table 
which shows that for a population above 1 million, the acceptable sample size of respondents should equal 384 or 
more (Krejcir & Morgan, 1970 cited in Sekaran & Bougie, 2013). Data was collected from customers within stand-alone 
grocery retail stores from the four identified regions of the eThekwini Municipality, using the probability technique of 
systematic sampling method. Furthermore, the researcher was directly involved in the data collection process after 
obtaining an ethical clearance certificate from the University of Zululand. 


Of the total 400 questionnaires distributed and collected, 389 were in working order for the data analysis, representing 
a 97% response rate. Moreover, this is in accordance with the acceptable sampling units as recommended by Krejcir 
and Morgan (1970) sampling table. 


Measures 


Questionnaire was adopted as the data collection instrument for this study. The questionnaire adopted a five-point 
Likert scale where 1= strongly agree and 5= strongly disagree. The researcher constructed five items measuring 
customer perception towards private label brands. The data collection instrument was first piloted with twenty 
customers before the actual data collection process. This was to test the reliability of the items in the questionnaire. 
The Cronbach alpha was used in testing the reliability. This is in accordance with the work of Sekaran and Bougie 
(2013). An alpha of 0.798 was found in the pilot study, this enabled the researcher to ascertain the reliability of the 
items on the scale. 


ANALYSES AND RESULTS 


Data analyses firstly focused on the distribution of the demographic characteristics of the customers in this study. 
The analysed data showed that more females (51%) participated in the study than males (49%). This suggests 
that females frequently visit grocery retail stores than males or that females were more willing to take part in this 
study than male customers. In terms of education level, 55% of the participants had a tertiary education, 44% had a 
secondary education and almost 0.5% had a primary education. 


Customers also had to provide their household sizes. Majority of the customers (41%) provided that they were from 
a household size of 6-10 members, up to 35% were from household sizes of 1-5 members and 23.5% of participants 
were from households who had 10 members and more. In terms of the employment status of customers, majority 
(31.8%) were unemployed, 26.7% were employed while 23.7% had other means of employment or generating income. 
This finding underlines the unemployment problem currently facing South Africa, especially amongst the youth, where 
the unemployment rate between the youth aged 15 — 34 years is at 64, 4% (StatsSA, 2019). 


Furthermore, in terms of monthly salary scales of customers, 32.1% earned between RO to R1, 583, majority 
(35.2%) earned between R1, 584 to R7, 167, while 26.5% earned between R7, 1689 to R16, 417. Additionally, 5.1% 
customers earned between R16, 418 to R33, 333 and 1.0% earned between R33, 334 to R57, 333. Customers in this 
study, mostly earned between the second lowest income classifications of R1, 584 to R7, 167 (Business Tech, 2016). 
From this study, majority (32.9%) of the customers were from the age group of 23 — 29, whereas, 29% were from the 
age group of 18 — 23, 20.5% were from the age group of 30 — 33, 9.7% were from the age group of 34 — 39, 5.3% 
were from the age group of 40 — 44, 2% belonged to the age group of 45 — 49 and 0.26% was from the age group of 
50 - 65. This finding suggests that majority of the participants who took part in this study were between the ages of 
23 — 29 (32.9%). Moreover, younger customers are said to frequently visit malls and shopping centres, as they are 
eager to try out new brand products, this coincides with the work of Mehra (2016). 
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TABLE 1: 
CUSTOMER PERCEPTIONS OF PRIVATE LABEL BRANDS 








Item Statement Low (%) Neutral (%) High (%) Mean (M) Standard 
deviation (SD) 

1 The quality of private label brands is low 31 18 51 3.45 1.559 

2 Manufacturer brands are more superior in 21 14 65 3.84 1.463 
taste than private label brands 

3 | only purchase private label brands 36 8 56 3.41 1.757 
during tough economic conditions 

4 manufacturer brands are better than 20 9 71 4.02 1.441 
private label brands 

5 | feel that grocery retailers have improved 37 24 39 2.98 1.523 





their private label brands 





Five items were measured in a Likert scale in order to obtain the perceptions of customers toward private label 
brands, therefore, the researcher made use of a grading table in order to grade customers’ perceptions towards 
private label brands: whether they had positive, neutral or negative perceptions. Statements with a mean score of 3.6 
and above indicated positive perceptions, whereas, a mean score of 2.6 — 3.5 meant customers were neutral while 
2.5 and below indicated that customers had negative perceptions. 


Responses were summed to give the mean scores and standard deviations of each response. The statement “The 
quality of private label brands is low” obtained a mean score of 3.45, suggesting that participants were neutral towards 
the quality of private label brands. This indicates that they are indifferent in terms of their perceptions of the quality 
of private label brands. The statement “Manufacturer brands are more superior in taste than private label brands” 
had a mean score of 3.85, indicating that participants were positive to the statement, advocating for the superiority 
of manufacturer brands in terms of their taste. Furthermore, the statement “I only purchase private label brands 
during tough economic conditions” had a mean score of 3.41. This implied that customers were neutral in terms of 
purchasing of only purchasing during difficult economic periods of purchasing private label brands. This means that 
economic conditions do not have much of an impact on whether consumers purchase private label brands, which 
could be a sign of brand loyalty. 


The statement “manufacturer brands are better than private label brands” had a mean score of 4.02, suggesting 
that a greater proportion of participants felt manufacturer brands are superior to private label brands. Lastly, the 
statement “I feel that grocery retailers have improved their private label brands” had a mean score of 2.98, indicating 
that they were negative in their perceptions, a shared feeling among participants that grocery retailers have not 
improved their private label brands. 


Furthermore, an open-ended question was asked whether customers have any other existing perceptions towards 
private label brands. Customers’ responses, showed that some participants claimed to have no existing perceptions 
about private label brands. However, some customers felt that private label brands from other grocery retailers are 
more superior in quality compared to other grocery retailers private label brands. For instance, a customer reports 
saying: “I feel that private label brands of Shoprite particularly RiteBrand have the lowest quality, while the No Name 
brand of Pick n Pay is high in quality and matches that of manufacturer brands”. Meanwhile, other participants feel 
that other private label brands from Spar (SaveMor) and Checkers (House brand) are somewhat “Ok”. Suffice to state 
that customers had mixed perception of private label brands. 


Table 2 illustrates the effect of demographic factor on the perceptions of customers towards private label brands in 
the eThekwini Municipality, using One-way Anova and the Spearman correlation test. Table 2 was assigned the level 
of significance of < 0.05. The findings depicted that there was a positive (rho=0.052) and a significant difference 
(0.001) between customer perceptions of private label brands and age groups. Additionally, there was a significant 
correlation (0.005) between customer perceptions of private label brands and the age groups of customers. These 
findings suggest that the more customers’ age, they are more likely to have positive perceptions about private label 
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TABLE 2: 
CORRELATION OF DEMOGRAPHIC FACTORS WITH PERCEPTIONS OF PRIVATE LABEL BRAND 























(F) Correlation 
Demographic factors Categories Mean Median Mode S.D Sig. Rho Sig. 
Family size 1-5 members 240 3.00 3.00 0.747 0.598 -0.023 0.655 
6 - 9 members 245 3.00 3.00 0.741 
10 and above 2.33 3.00 3.00 0.769 
Age group 18-23 247 3.00 3.00 0.757 0.001™ 0.052 0.005" 
24 - 29 2.49 3.00 3.00 0.699 
30 - 34 241 3.00 3.00 0.706 
35 - 39 2.24 2.00 3.00 0.786 
40 - 44 2.19 2.00 1.00 0.873 
45 - 49 1.5 1.00 1.00 0.756 
50-65 2.00 2.00 2.00 0.001 
Level of education Primary 3.00 3.00 3.00 0.001 0.657 -0.012 0.813 
Secondary 241 3.00 3.00 0.735 
Tertiary 240 3.00 3.00 0.764 
Employment status Employed 2.35 2.00 3.00 0.721 0.236 -0.038 0.453 
Unemployed 2.53 3.00 3.00 0.737 
Partly employed 2.51 3.00 3.00 0.678 
Other 2.23 2.00 3.00 0.813 
Salary scale RO - R 1583 2.53 3.00 3.00 0.747 0.001 -0.143 0.005” 
R1584 - R7167 2.39 3.00 3.00 0.710 
R7168 - R16417 2.44 3.00 3.00 0.709 
R1418 - R33333 1.85 2.00 1.00 0.875 
R33334 - R57333 1.25 1.00 1.00 0.500 
Gender Male 2.38 3.00 3.00 0.728 0.500 0.052 0.302 
Female 243 3.00 3.00 0.770 





a 0.05= significance level; 
*** = Correlation significance level 


brands. Furthermore, a negative (rho= -0.143) and a significant difference (0.001) was also found between customer 
perceptions of private label brands and monthly salary scales of customers. A significant correlation (0.005) was 
found between the monthly salary scales of customers against their perceptions of private label brands, depicting 
that as the salary scales of customers increase, their perceptions about private label brands become more negative. 


DISCUSSIONS AND IMPLICATIONS 


Previous studies conducted in various parts of the world have continuously studied the perceptions of customers 
towards private label brands (Beneke, 2010; Ramakrishan & Ravindran, 2012; Jaafar et al. 2013; Sarkar et al. 2016; 
Valaskova et al. 2018). However, Sethuraman (2014) as well as Sarkar, Sharma and Kalro (2015) in their studies 
opine that more research is needed in furthering literature on customers’ perceptions of private label brands. This 
present study studied customers’ perceptions towards private label brands in the grocery retail sector, eThekwini 
Municipality as the case. The findings from this study indicated that customers have various perceptions of private 
label brands, these perceptions emanate from their experiences and contrasts with manufacturer brands as per the 
literature of Rossi et. al (2015). Furthermore, the findings of this study contrast those of Wang et. al (2019) who in 
their study concluded that customers’ perceptions toward private label brands have improved over the years, in the 
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process customers trusting provisioning of private label brands. Whereas, this present study found customers to be 
quite sceptical and neutral in their perceptions of private label brands. 


Considering other findings from this study, customers had sceptical perceptions in terms of the quality of private 
label brand products, although they trust certain private label brands from other grocery retail stores. Additionally, 
whilst sceptical of other grocery retail stores private label products, it was found that customers vouch for private label 
brands of Pick n Pay and Checkers store while slamming the quality of Shoprite RiteBrand private label products. This 
is consistent with the findings of De & Singh (2017) who state that customers often build perceptions around private 
label brands based on comparison with manufacturer brands. This implies that grocery retailers need to take into 
consideration of manufacturer brands when producing private label brands in order to obtain favourable perception 
from customers. 


In terms of the demographic effect on customers’ perceptions towards private label brands, this study found that 
certain demographic factors have a correlation with how customers perceive private label brands. The age and salary 
scale of customers were found to have association with customers’ perceptions. The age of customers was found to 
have a positive correlation with perceptions towards private label brands, implying that as customers get older, they 
are more likely to have positive perceptions towards private label brands. On the other hand, findings indicate that the 
salary scale of customers has a negative correlation with customers’ perceptions of private label brands. This finding 
implies that as customers’ salary rises, they negatively perceive private label brands in favour of manufacturer brands 
and those earning between middle and low-income are likely to resort to private label brands as found by Dimitrieska 
et al. (2017) in their study. Moreover, findings of demographic correlations with customer perceptions towards private 
label brands contrasts that of Valaskova, Kliestikova & Krizanova (2018) a Slovak study that found that demographic 
factors have no correlation with customers’ perceptions towards private label brands. Suffice to state that perceptions 
of customers towards private label brands might differ from country to country. 


LIMITATIONS AND AREAS FOR FUTURE RESEARCH 


This study made contribution to the literature of private label brands in South Africa, particularly in studying 
customers’ perceptions towards private label brands in the grocery retail sector. The study was limited in different 
ways. The first limitation of the study was on the geographic choice: eThekwini Municipality an urban area. Hence, the 
findings of this study cannot be fully generalizable to other geography areas such as semi-urban and rural areas. This 
is because the perceptions of semi-urban and rural based customers might differ. Future research, can undertake a 
comparative study of customers’ perceptions towards private label brands from the three geographical types: urban, 
semi-urban and rural areas. 


Furthermore, a second limitation in this study was the selection of a quantitative research approach. The use of 
a structured questionnaire provided the researcher with the limitation of customers having limited options in their 
responses. Hence, future research can study customers’ perceptions by undertaking a mixed method research 
approach. Furthermore, historically, private label brands were largely prominent during tough economic conditions 
(Beneke, 2010). An exploratory study could be undertaken to study the perceptions of customers towards private 
label brands during tough economic conditions caused by the COVID-19 pandemic where people are either working 
from home, laid off or their firms are temporarily closed. 


CONCLUSION 


Literature posit that there are various historic perceptions surrounding private label brands (Mercer, 2017), 
as they were first produced as low-priced quality alternates of manufacturer brands (De & Singh, 2017; Rossi et 
al. 2015). In the process, customers developed their perceptions of private label brands by comparing them with 
manufacturer brands, as the current study verifies that customers’ perceptions toward private label brands emanates 
from comparison with manufacturer brands. In addition, the present study found demographic factors to have effect 
on customers’ perceptions of private label brands where the age and monthly salary scale were said to have an effect 
on customers’ perceptions toward private label brands in the grocery retail sector. 
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ABSTRACT 
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This study revisits the constructs of integrated marketing communication (IMC) by assessing the customers of Habesha 
Breweries in Ethiopia. A customer-driven view of IMC is developed around the concepts of customer-dominant logic, 
value-in-use and communication-in-use. The findings support customer-integrated marketing communications that 
emphasise customers’ purchasing decisions that arise from internal and external brand communication contacts. 
This study revisits the Duncan and Moriarty (1997) and Grénroos (2015) categorisations of IMC as sources of 
brand contacts by introducing and developing constructs such as physiological needs, product technical quality and 
complementary goods. The originality of this study also lies in the conceptualisation of physiological needs and their 
relationship to the construct of connectivity. The suggestion is that the starting point for marketers’ implementation of 
IMC should be a thorough understanding of the customer’s context, and more specifically, that the diverse constructs 
of IMC align with either the communal or the individual dimensions of connectivity. These findings should drive 
interest in future large-scale quantitative tests. 


Keywords: connectivity, physiological needs; product technical quality; complementary goods; brand contact 











INTRODUCTION 


Due to globalisation, technological developments and the emergence of communication modalities in the late 
20th century, integrated marketing communication (IMC) has emerged as a significant paradigm of marketing 
communications (Finne & Grdénroos, 2017; Kitchen, 2017). Amongst the strongest drivers of IMC research and 
practice are the understanding and management of active customers who base their purchasing decisions on brand 
contacts that may originate from diverse sources (Bruhn & Schnebelen, 2017; Finne & Grénroos, 2017; Kitchen, 
2017; Kitchen & Burgmann, 2015). 


Scholars agree that IMC holds the status of a business imperative in an increasingly competitive world (Angelopulo 
& Barker, 2005; Angelopulo & Barker, 2013; Kitchen & Schultz, 2009). Companies such as Nike, AB Inbev and Coca- 
Cola, to name a few, implement IMC programmes in order to distinguish their products and brands from those of 
their competitors (Burgmann, 2007; Keller, 2016; Schultz, 2010). IMC is a frequent theme in the marketing literature, 
and there is a persistent call for papers on the topic (Kitchen, 2017). To encourage its theoretical development, 
academics such as Duncan (2002), Kliatchko (2008), McGrath (2010), and Serié, Gil-Saura & Ozreti¢é-DoSen (2015) 
have explored the definition, nature and parameters of IMC. Additionally, Adetunji, Nordin & Noor (2014), Barker & 
Angelopulo (2004), Reinold & Tropp (2012), and Serié, Gil-Saura & Ruiz-Molina (2014) have empirically tested and 
applied IMC frameworks and models. Angelopulo and Barker (2005), Lee and Park (2007), Porcu, Garcia and Kitchen 
(2017) and Wang, Wu and Yuan (2009) have contributed to the field by developing instruments for the measurement 
of IMC. 
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While IMC has progressed as an accepted paradigm in marketing, Kitchen (2017) and Serié (2016) believe that 
research into the topic must extend to a broader range of industrial and geographical contexts. Thus, the focus of this 
study is to gain an understanding of customers’ integration of brand contacts when making purchasing decisions by 
examining the case of customer brand contacts at Habesha Beer in Ethiopia. 


RESEARCH PROBLEM 


The proliferation of brand communication sources and the growing power of customers are challenges that marketers 
face in the implementation of IMC (Keller, 2016; Kitchen, 2017). Finne & Strandvik (2012) hold that everything about 
a company communicates, and that unplanned contacts extending beyond the visibility line of a company challenge 
the implementation of IMC (Finne & Strandvik, 2012; Heinonen, Strandvik, & Voima, 2013). Therefore, Batra & Keller 
(2016), Finne & Strandvik (2012), Keller (2016), Kitchen (2017), and Serié (2016) call for greater empirical evidence 
to inform IMC implementation. Kitchen et al. (2004) question whether the locus of such integration should be outside 
the realm of a company because marketing consultants and communication agencies rarely understand the complete 
spectrum or complexity of a company’s customer contacts, and therefore the full spectrum of IMC. 


The integration of IMC research with the Nordic School research tradition highlights a further gap in the development 
of IMC theory. The Nordic School of Service Marketing pursues research that is guided by the principle of “think for 
yourself, step aside from the mainstream, do what you think is best in any given situation, be original, but be valid” 
(Grdnroos, von Koskull & Gummerus 2015:29). The Nordic School questions the established way of thinking and 
investigating phenomena, endorsing a value-in-use perspective that generates fresh conceptualisations from insiders 
(Gummerus & von Koskull, 2015). Attempts to integrate IMC and the Nordic School theories is evident in the concept 
of communication-in-use, which emphasises integration and sense-making of all brand contacts, from any source that 
the customer perceives as communication, forming value-in-use for a specific purpose. However, Finne & Grdénroos 
(2017:445) have noted that the “analysis in communication-in-use is conceptual and should trigger future empirical 
grounding” (Finne & Gr6nroos 2017:445). In response to this, this study endeavours to offer an empirical grounding 
for its further consideration. 


The other challenge regarding theory development in IMC is that most IMC researchers appear to prefer quantitative 
over qualitative research. Serié (2016:25) suggests that “studies should focus more on a qualitative approach 
to explore new constructs, as a considerable number of IMC studies seem to prefer a quantitative approach”. In 
response, this study undertakes a qualitative exploration of planned, product, service and unplanned brand contacts 
in the context of the customer. 


In contemporary market conditions where customers can choose from any number of available brand communication 
sources, the question that arises is what brand contacts — whether originating from the company or any other source — 
are most valuable to customers in their purchasing decisions. This study explores how customers perceive, integrate 
and assess the value of brand contacts in their purchasing decisions, and the significance of these findings in 
managerial decisions around the strategy options of IMC. 


THEORETICAL UNDERPINNINGS: THE NORDIC SCHOOL PERSPECTIVES OF IMC 


This study draws from the Nordic School’s notions of value-in-use, customer-dominant logic and communication-in- 
use for a more customer-driven view of IMC. Customer value is more narrowly defined as value-in-use (Lahteenmaki 
& Natti, 2013; Grénroos, 2011), proposing that services, products and information individually render value to the 
customer (Edvardsson, Tornvoll, & Gruber, 2011). Finne & Grénroos (2017) show that marketing communications 
render value-in-use and that, by extension, brand contacts have value-in-use for customers. This perspective signifies 
interpretations of IMC and value-in-use that are more inclusive than traditionally more company-oriented views of IMC 
(Finne & Grénroos, 2017; Heinonen et al., 2013). 


Customer-dominant logic suggests that value-in-use emerges within the customers’ ecosystem and emphasises 
the rationality of customers who determine their brand contacts from the array of different sources that exist in 
their ecosystem (Finne & Grdnroos, 2009; Grénroos, Strandvik, & Heinonen, 2015). Thus, the concept offers a new 
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viewpoint on IMC by advocating that the focus should be on what customers are doing with brand contacts to achieve 
their goals and what management inferences can be drawn from this (Finne & Grdénroos, 2017; Heinonen et al., 
2010). The application of customer-dominant logic in the study of IMC has managerial implications in that it helps 
marketers understand how to encourage customers to engage with the brand (Strandvik & Heinonen, 2015). 


Communication-in-use, or “customer’s integration and sense-making of all messages from any source, company- 
driven or stemming from other sources the customer perceives as communication, form[s] value-in-use for him or her” 
(Finne & Grdnroos, 2017:454). Incorporation of the concept of value-in-use manifests in a more customer-oriented 
IMC that is based on active customers using any sources, and could include an offering, product, brand, service, 
company or person (Finne & Grénroos, 2017). The concept is much wider than traditional communication, as it 
includes whatever the customer wants to include, shifting the focus from the company’s communication offerings to 
the customer’s multi-contextual communication processes (Finne & Strandvik, 2012). 


Accordingly, the question is how customers integrate brand contacts that they perceive as valuable for their 
purchasing decisions. These may include but not remain limited to the planned, product, service and unplanned 
sources proposed by Duncan & Moriarty (1997) and Finne & Grdnroos (2017). Planned sources of brand contacts 
consist of traditional marketing communications over which the company can control message content. Product 
sources include all contacts that generate messages on the brand including its usefulness, design, raw materials and 
pricing. Service sources include contacts generated through interactions with service processes or other customers, 
deliveries and claims handling. Unplanned sources encompass word-of-mouth, news in various media, and gossip 
(Finne & Grénroos, 2017). 


METHODOLOGY 
Research Paradigm and design 


The perceptual nature of IMC, the exploration of customers’ subjective decisions on what to integrate and which 
brand contacts to prioritise, all point to an alignment with qualitative research. This study follows an inductive approach 
in order to explore IMC from the perspective of customers, their actions and interpretations. This is in line with the 
viewpoints of Finne & Strandvik (2012) and Grdnroos (2015) who believe that IMC is “internal” to the customer, with 
the customer deciding how it should develop. The complexity inherent in IMC supports the utilisation of qualitative 
methodology in a study such as this: “IMC is a more complex process than traditionally understood marketing 
communication of the old type associated with planned marketing communication” (Pluta-Olearnik, 2018:127). 
Unplanned, contextual and temporally based brand contacts increase the complexity of IMC (Finne & Gr6énroos, 
2017), and as Gummesson (2000:171) notes, “qualitative research helps in addressing the complex reality” of brand 
contacts from the customer’s perspective. 


In this study, an exploratory research design is adopted. The reason is that “IMC is a rather new phenomenon 
and the exploratory research design is necessary for its better understanding and building of IMC theory” (Serié, 
2016:25). It allows participants to express their perceptions of IMC through their own narratives and gives them 
the opportunity to elaborate on their responses. Similar to deductive research, exploration in this study begins with 
previously formulated theories (Silverman, 2017), helping to attend to details and nuances which otherwise might be 
overlooked (Flick 2018a; Kennedy & Thornberg, 2018). 


In exploratory IMC research, it is vital to understand how customers perceive, integrate and assess the value 
of brand contacts in their purchasing decisions. It is the customer who ultimately has to make sense of the various 
marketing messages from a variety of sources, and who will subjectively decide what is to be integrated and which 
sources of brand contacts are valuable (Finne & Grdnroos, 2017). In this case, the exploratory research design allows 
for the exploration of any contacts that may influence customers’ purchasing decisions. 


Participants were purposefully selected by determining who could best address the research questions and 
enhance understanding of the phenomenon under study (Maison, 2019; Schreier, 2018). Similar to the studies 
conducted by Creswell & Poth (2018) and Creswell (2014), two focus groups of six Habesha Brewery customers each 
were included in the study. The intention behind their selection was to understand the range of perceptions on brand 
contacts from any source, the influence of these on their purchasing decisions, and their processes of integration. 
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Data collection method and analysis 


Focus groups were used to generate detailed and diverse insights into IMC from the context of the customer 
(Flick, 2018a; Maison, 2019; Morgan & Hofmann, 2018). Information from the existing literature was incorporated with 
local and sectoral insights as references to customise questions in the discussion guide and to structure a “funnel” 
procedure in the discussions (Creswell & Creswell, 2018). The funnel technique is consistent with the guidelines 
provided by Morgan & Hoffman (2018) and Flick (2018b) for focus group interview guides. Beginning with a broad 
question that engages participants, questions become successively narrower to hone in on the specific aims of the 
study, allowing for the emergence of different themes and the probing of specific sensitising concepts (Creswell & 
Poth, 2018; Flick 2018a; Hennink, Hutter & Bailey, 2020). 


Aset of relatively standardised practices that are commonly applied in focus group discussions were also employed 
in this study, including relative homogeneity in each group, a semi-structured interview guide, and less-structured 
approaches to group moderation. These were incorporated into the study to ensure the high probability of productive 
focus group outcomes, as indicated by Creswell and Poth (2018), Flick (2018a), Morgan and Hoffman (2018) and 
Maison (2019). 


Small-scale pilot tests with two focus groups of four Habesha Breweries customers were conducted before tackling 
the actual focus groups. The outcome was measured against the objectives of pilot testing as identified by Barbour 
(2018) and Maison (2019). The pilot test ensured that the focus groups would elicit the type and range of responses 
sought. The focus groups commenced following ethical clearance from the University of South Africa with reference 
number 2019-COMMSCIENCE-CHS-58557997. 


The setting for both focus groups was a quiet venue conveniently accessible for all participants. The duration 
of Focus Group 1 was 2 hours and 41minutes, and of Focus Group 2, 2 hrs and 58 minutes. The discussions were 
transcribed and subjected to an inductive content analysis in accordance with the exploratory nature of the study. 
In line with the inductive procedures proposed by Silverman (2017), Hennick, Hutter and Bailley (2020), Braun and 
Clarke (2006), coding followed the iterative process of interpreting participants’ transcribed perceptions and then 
relating these responses to the literature, reverting to the transcribed text, etc. 


Codes were developed into subthemes and then categorised into themes and concepts related to the phenomena 
under investigation. For instance, codes such as clan leaders and elders in community that appeared in the focus 
groups’ transcribed discussions were grouped to form a subtheme titled cultural leaders. Codes such as priests and 
religious heads were grouped to signify the subtheme religious leaders. The consolidation of these subthemes then 
generated a theme titled societal brand contacts, signifying brand contacts from society. 


The analysis process entailed listening to the audio recordings of the interviews with the participants. The researchers 
variously transcribed the discussions verbatim, checked these against the recordings, translated into English from the 
original Amharic, and finally reviewed the derived text. This provided the opportunity to gain familiarity with the text 
at the beginning of the process, before generating codes from the data set. Three steps were followed: generation 
of a detailed line-by-line series of codes that fractured the data into segments; organisation of the fractured data into 
conceptual categories; and the generation of a summary of the most meaningful dimensions in the data. 


CUSTOMER-INTEGRATED MARKETING COMMUNICATION 


The findings show that customers integrate any number of the brand contacts planned by the company and 
perceived by customers to be valuable. Integration may include planned, product and service contacts but may also 
include contacts from any other sources. All sources of brand contact do not constitute equal value to customers 
and do not necessarily constitute the value anticipated by the company. Their value lies in their importance to the 
customer and their impact on customers’ purchasing decisions. A number of dominant contact points were identified 
in the study and these are elaborated in the discussion that follows. 
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Planned brand contacts 


These are the marketing communication instruments used by Habesha Breweries and perceived to be valuable 
by its customers. The findings show that include elements that include television and transit advertising, banners 
and refrigeration branding. The findings are similar to those identified in the literature in the case of advertising, but 
somewhat different in the case of other instruments. For instance, elements amongst the planned brand messages 
identified in Grdnroos (2015) that include forms of sales promotion, direct marketing, product publicity, sponsorship 
and personal selling are not uniformly recognised at the same level of value. This is illustrated in text drawn from the 
focus groups. As with all focus group quotations, these are translated into English from the original Amharic. 


“The Habesha Beer advertising is appealing, and is quite different from other beer advertising. | understand the 
advertisements in this way. Some contents indicate diverse things, and it is possible to say that it has an impact on 
my choice. Even, you feel something positive about how they made the advertisement and associate the beer with 
cultural values”. 


“Yes, it protects the beer from sunlight. | understand that the beer is protected from heat. | even feel as if the 
vehicle is a refrigerator. The van seems to me a refrigerating shipping van. Yeah, this is appealing. When you are 
walking on the road and see the Habesha vehicle, you feel like going and drinking it”. 


“| have seen the logo of Habesha Beer on leather. It is artistic work. You cannot find other similar companies using 
such artwork as advertising. This handmade banner is very fascinating. | wish | had bought some of these ... | like it 
very much and it made me love Habesha Beer”. 


“It is when | see the beer bottles placed in orderly fashion in the refrigerators that | want to drink it. | get particularly 
attracted in the evenings when the refrigerators are full of Habesha bottles and look so shiny”. 


Product brand contacts 


Product brand contacts include, among others, the physical product and complementary goods associated with the 
product. The findings show that the technical qualities of the product such as beer colour, taste, product satisfaction, 
performance and alcohol content hold value for customers. Additionally, branded glassware was identified as a brand 
contact that influences customers’ purchasing decisions and is strongly associated with the consumption of beer. This 
indicates that it is not only the physical product that adds value in customers’ purchasing decisions, but that value-in- 
use also exists in materials and products that complement the product itself. 


The constructs identified in product brand contacts include the performance of the product, its appearance, 
durability, price, design and distribution. This confirms only in part the observations of Duncan & Moriarity (1997) 
and Groénroos (2015) in that both product technical quality and complementary goods act as valuable product brand 
contact points. The constructs of product brand contacts emerging in this study differ from previous work in that they 
include product technical quality and complementary goods. The following quotations reflect this observation: 


“When the beer is poured into a glass, its colour looks more golden than other beer products. This colour attracts 
me a lot. Therefore, whenever | want to drink a beer, | order this product. Especially, | am delighted when | pour the 
golden and well-refrigerated beer into a glass”. 


“| tasted the beer for the first time when company sales people were sponsoring the product in a bar. Afterwards | 
continued to drink it because of its taste. It is flavoursome in the mouth. | need no more evidence regarding the quality 
of the beer. That is why | am still a loyal customer of the brand”. 
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“Whenever | order a beer, | look at the alcohol content on the product bottle. | am comfortable with its alcoholic 
content.” 


“The drinking glasses of Habesha Beer with their shape and brand logo look attractive. | bought a Habesha Beer 
glass and use it at home. | even use the glass to drink water’. 


Service brand contacts 


Service sources of brand messages refer to messages that originate from interactions between customers and 
company employees. This includes the company’s customer service representatives, receptionists, secretaries, 
delivery personnel and drivers (Duncan & Moriarity, 1997). The findings of the current study show that the service 
brand contacts that have value to customers’ purchasing decisions are, more narrowly than is evident in the literature, 
salespeople and drivers of Habesha Breweries trucks. 


Considerable differences are noted between the constructs of service sources of brand messages and service 
brand contacts, with findings only somewhat consistent with the literature. Service sources of brand messages 
identified in the literature such as receptionists, secretaries and other personnel are not evident in this study. This 
may be attributed to the fact that, unlike with services, the customers of fast-moving consumer goods (FMCGs) exist 
in large numbers and are heterogeneous, making direct interaction between FMCG customers and Ethiopian firms 
relatively difficult. 


“... The person | met was a driver of Habesha Breweries. They brought the product, unloaded it from their truck, 
and then delivered it into the hotel...Later, they held a short conversation about customers’ perceptions. Finally, they 
offered us some bottles”. 


“| had some contact with the Habesha Beer salesperson who coordinates sponsorship activities. | also saw a 
driver of the company who was driving a loaded truck to the store of a beer retailer. | heard, once, the salesperson 
and the retailer chatting about the amount of beer sold, and about the progress of the market. Before the salesperson 
departed, he freely offered beer all customers”. 


Unplanned brand contacts 


Unplanned brand contacts refer to brand contacts that have value-in-use for customers in their purchasing 
decisions, but which originate with senders other than Habesha Breweries, in this case. Unplanned sources of brand 
contacts identified in this study include other customers, competitors, and what may be described as societal and 
physiological contacts. 


Customers 


The findings show that a range of contacts at point of sale influence customers’ purchasing decisions. These 
include waiters and waitresses, commercial sex workers and, most significantly, other customers of Habesha Beer. 
These constructs of IMC do not gain the same emphasis in the literature, except for the generic reference to “other 
customers”. The following extracts illustrate this finding: 


“You go and may wait for the waiter [...and...] even if you ordered other beer, sometimes the waiter may suggest 
you drink Habesha beer”. 


“Commercial sex workers are also determinants...1 drink more if there are commercial sex workers in the hotel, like 
in the night club. Sometimes, if you see she is drinking Habesha Beer, you also order Habesha Beer’. 
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“If you go with someone who invites you, you just drink what he ordered. In most cases, my friend, for instance, 
ordered Habesha beer for us when we get together in the Hotel. | drink the beer even if | was not interested. This 
shows intimacy and respect toward the one who invites you”. 


Societal contacts 


Societal brand contacts refer to a range of points in society that affect customers’ consumption behaviour. These 
include significant individuals, groups and organisations, as is evident in these excerpts from the focus group 
discussions: 


“lam glad when | see influential people like cultural and religious leaders. | feel impressed, and | tend to do things 
that they do. Therefore, when | see such leaders consuming a brand of beer, | immediately stick to this brand as a way 
of identifying myself with the leaders. For instance, | saw the cultural leaders drinking Habesha Beer. As a result, | felt 
honoured to order the same. | had the same reaction the moment | observed my religious leaders drinking the beer”. 


“Whenever | meet political leaders in hotels, | want to order similar brands. | think this is keeping your status up 
to their popularity level. Even if you do not like what they order, you just try to be the same at the table. | believe that 
these people have an impact on my preference”. 


“The Ethiopian Coffee Football Club is sponsored by Habesha Breweries. Whenever the club has a match and 
wins, the fans get together and celebrate in groups while having Habesha Beer. We — all the fans — drink Habesha 
Beer. You do not order other beer brands if you are with the group”. 


These findings are consistent with studies in consumer behaviour that suggest that consumers’ purchasing 
behaviour is influenced by culture, sub-culture, locality, religion, ethnicity, family, social class, lifestyle and similar 
reference groups (Belch & Belch, 2018). 


The findings are also consistent with the relationship communication model of Finne & Grdnroos (2009) and in the 
later communication-in-use concept advanced by Finne & Grénroos (2017), which emphasises the influence of factors 
that originate in society and affect customers’ purchasing decisions. Communication-in-use suggests that through 
regulations and norms, various institutions in society send brand messages to influence customers’ purchasing and 
behavioural decisions. Though communication-in-use provides a new conceptual dimension, its constituent concepts 
“regulation” and “norms” are not evident in the findings, possibly because the limited scope of the empirical study 
could not contain sufficient variation to reflect the full range of behaviours of all cultural groups. 


In brief, the empirical findings that identify individuals and groups in society as brand contacts from the perspective 
of value-in-use are a tangible contribution to the theoretical domain of IMC. Firstly, few empirical studies have explicitly 
dealt with such constructs from a value-in-use standpoint. The work of Turner (2017) is a singular example of a 
study on the role of ambassadors, religious and community leaders in communication campaigns, but the study is 
not developed from a value-in-use point of view. Secondly, the present findings offer a response to Kitchen (2017), 
who suggests an investigation of religious and community leaders connected to communication campaigns in the 
domain of IMC. Thirdly, the findings yield a segmented view of societal sources of messaging as suggested in the 
communication-in-use concept of Finne & Grénroos (2017). Finally, Serié (2016) argues that cultural issues are 
becoming a new parameter in IMC research — as is evident in this study — and attempts to address cultural values in 
marketing communication that warrant greater attention. 


Competitors 


Unplanned brand contacts are extended to contact points that originate from competitors in the market. Defects in 
the product of competitors or the unavailability of competitors’ products in the market affects customers’ preference 
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for Habesha’s products. The findings suggest that competitors’ product brand contacts act in themselves as an 
additional set of unplanned brand contacts for Habesha Breweries. 


The integration of competitors’ brand contacts that is evident in the present study is rarely identified in recent IMC 
literature. Some reference to competitors is evident in the relationship communication model of Finne & Grdénroos 
(2009) and the concept of invisible communication proposed by Finne & Stradvick (2012), who argue that factors 
originating from competitors can be integrated into IMC, as it influences customers’ purchasing decisions. 


Physiological needs 


Brand contacts external to customers originate from the focal company, society or competitors in the market. 
What becomes apparent in this study is that customers also point to a class of “brand contacts” that are internal 
to themselves. For instance, the findings show that customers’ purchasing decisions are influenced by internal 
motivations that originate with customers’ physiological needs, and may be a form of social hedonic or non-social 


needs. 


The relationship between physiological needs and unplanned brand contacts has not been explicitly discussed in 
the IMC literature. However, physiological needs are dominant in Abraham Maslow’s hierarchy of needs theory, which 
argues that physiological needs can act as drivers of behaviour, and hence as a motivation in purchasing decisions. 
According to this theory, hedonic needs are one type of physiological need, they reflect inherent desires for sensory 
pleasure, and can be classified as non-social hedonic and social hedonic needs (Maslow, 1943). Non-social hedonic 
needs include needs for sensory stimulation, cognitive stimulation and novelty, while social hedonic needs include 


social support and reinforcement, sex and play. 


Similarly, the findings of this study indicate that sensory stimulation (e.g. taste or digestion) and cognitive stimulation 
(varying states of awareness or sleep) are non-social hedonic needs that may influence customers’ purchasing 
decisions. Additionally, sexual stimulation is a social hedonic need that appears to influence customers’ consumption 
of beer. While some elements in the findings have ethical implications for marketing, they have been identified and 
should be noted for the significant effect that they have on certain customers’ processes of integration. The following 
extracts from participants’ discussions illustrate the point: 


“| like to have Habesha anytime | take heavy food. In this area, it is common to eat raw meat. Therefore, after 
having raw meat, | like to drink two or three bottles of Habesha Beer as | have found it so good for digestion. | need 
it for my metabolism. | drink the beer for this reason rather than the influence of other individuals, advertisements or 
promotions”. 


“Since | started drinking Habesha Beer, the number of Habesha bottles which | had to drink is increasing. | think 
| have already developed an addiction to drinking too much of the beer. Therefore, in order to get satisfied, | need to 
drink much. Those waiters and waitresses in the bars know well that how much | drink”. 


“| used to chew Khat, a stimulant plant. Right after chewing Khat, drinking Habesha Beer is what comes to my 
mind. To get into the normal state of mind after chewing Khat, | need to drink Habesha Beer more than other brands. 
| usually drink four to seven bottles of cold Habesha. For me, Habesha Beer and Khat are complementary”. 


“| usually drink too much Habesha Beer in the evening as it is bedtime afterwards. To get a night of good sleep, | 
need to have a large amount of alcohol. Otherwise, the night is not going to be comfortable for me. | drink Habesha 
as | have found it appropriate to avoid sleepless nights on my bed”. 


“When I am planning to spend a night or have sex with my girlfriend, | need to drink Habesha Beer. | have already 
noticed how strong | become during the moment | make love with my girlfriend after drinking Habesha Beer. Though 
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| have seen rich people and politicians consuming the beer, it has so far been my favourite for this reason”. 


The concept of connectivity is in line with the findings that customers’ purchasing decisions have physiological 
traces. Angelopulo (2014:213) argues that “the decisions to connect with others have physiological traces and 
physiological benefits — the human body is hot-wired for connectivity”. This concept points to a physiological link in 
the origins and effects of human connectivity. In the same manner, the decision to consume Habesha Beer could in 
part be attributed to physiological factors. 


Customers’ integration of brand contacts 


The findings indicate that in their purchasing decisions, customers integrate valuable brand contacts, both internal 
and external, forming an integrated outcome of planned, product, customer and societal brand contacts with their 
physiological needs. As the findings indicate, customers undertake ‘commonality’ and ‘contribution’ integration of 
brand contacts. In this regard, it is important to reflect on a quotation from the transcribed text: 


“The advertisement suggested checking the phrase cold gold on the bottle before consumption. It was advertised 
that the colour of cold gold changes to blue when the temperature of the beer gets cold enough. We also heard other 
customers talking about the cold gold on the bottle. We tried to prove the reality of the advertisement and information 
from other customers. First, we observed the label of the bottle. Before placing it in the refrigerator, we confirmed that 
the cold gold was not blue. Then we placed it in the refrigerator. Just 15 minutes later, the cold gold turned blue. This 
happened to be a miracle and attracted me to drink it.” 


As Keller (2016:292) indicates, commonality integration such as that referred to by the participant exists in the 
“extent to which communication options are designed to explicitly work together such that interaction or synergy 
occurs, and enhanced communication effects emerge as the result of exposure by consumers to both options”. At 
the same time, customers are exposed to a range of brand contacts such as other customers, banner and transit 
advertising, product labelling, cultural leaders, quality, satisfaction, and their own physiological needs. These 
contribute to what Keller (2016:292) refers to as contribution integration, the “inherent ability of a communication 
option to create the desired communication effects and achieve the desired communication objectives, independent 
of prior or subsequent exposure to any other communication options for the brand”. 


Connectivity dimensions of brand contact integration 


Brand contacts can be identified in areas that are internal and external to the customer. These dimensions are 
discussed in relation to a supportive framework that can be identified in the concept of connectivity. The theoretical 
origin of the concept of connectivity can be traced to information science, which holds a core position and is deeply 
located in the theory of communication (Angelopulo, 2014). The concept stresses that “you have to be connected to 
communicate, but once connected there is still the question of the quality and quantity of connectivity” (Angelopulo, 
2014:212). If customers are connected to the brand at some point, then the question of quality and quantity of 


connectivity remains at each point of contact. 


To begin with, there is the atomistic dimension of the connectivity. According to Angelopulo (2014), at the atomistic 
level, individual human beings are genetically predisposed to connectedness. Thus, the decision to connect with 
others has physiological traces and physiological benefits — the human body is hot-wired for connectivity. This points 
to a physiological link in the origins and effects of human connectivity (Angelopulo, 2014). If so, physiological brand 


contacts point to the atomistic dimension of connectivity, which implies that customers’ purchasing decisions have 
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physiological traces and physiological benefits, that is, to satisfy social and non-social hedonic needs. 


Added to this, the communal dimension of connectivity implies that human beings, in the collective or societal 
dimension, also appear to be hot-wired for connectivity (Angelopulo, 2014). In this dimension, customers in groups are 
influenced by factors external to them, unlike with physiological needs, which have internal influences. For instance, 
customers’ purchasing decisions are influenced by advertisements, banners and overall product appearance. Further, 
customers’ brand contacts relate to collective factors that originate with religious leaders, political leaders, cultural 
leaders and even football club fan groups. These individually refer to the quantity of connectivity. 


Brand contacts, internal and external to the customer, form part of communication processes that encompass 
individuals’ physiological needs, the customer’s everyday life and ecosystem, and trends in society that influence his 
or her purchasing decisions. These cluster together and contribute to the customer’s unique perspective of the brand, 
forming the active connection between the customer and the range of drivers that may be internal and individual, or 


external and communal. 


Unlike Duncan and Moriarity (1997) and Grénroos (2015), who point only to sources of brand contacts that are 
external, the current findings incorporate brand contacts that are also internal to customers. In the literature on IMC, 
physiological needs as sources of brand contacts have not been adequately explored. Finne and Grdénroos (2017) 
mention internal needs and motivations as having a possible effect on customers’ purchasing decisions, but such 
observations retain a generic view of need and motivation. The current study, however, points to specific types of 
internal, physiological needs that affect purchasing decisions, confirming their value-in-use. 


CONCLUSION AND RECOMMENDATION 


The traditional approach to IMC has a company-focus, and a concentration on areas of marketing communication 
over which the company has greatest control. From the customer’s perspective, however, the factors that determine 
brand consumption extend somewhat further to include customers, competitors, societal and physiological needs. 
Traditionally, the company perspective rarely includes these as points of brand contact, and if they have, it has 
generally been at a superficial level. This is understandable because the company has little power to influence these 
communication processes or the values that they generate, but despite this, they remain extremely important. 


The brand contacts that have value for customers and affect their consumption of Habesha Beer originate 
from various sources, both external and internal. Many originate from the company, but many originate from other 
sources noted in the discussion. Customers also integrate a wide array of brand contacts that can be identified in 
the individualistic and communal dimensions of connectivity — a finding that calls for additional research. One way 
of conceptualising the full spectrum of brand contacts may be to do so in terms of the individualistic and communal 
dimensions of connectivity. The ‘receiver’, or customer, has indeed become central to the communication process 
and, as suggested in this study, it is important to develop a better understanding of how the customers, through the 
integration of internal and external brand contacts, forms purchasing decisions. Further research is needed on the 
ecosystems of customers in their everyday lives and to establish how these determine the integration of contacts and 
the messages that they convey. 


In conclusion, how communication value formation occurs for the individual customer, and the processes by which 
sources of brand contact become more or less significant in the customer’s purchasing decisions, are key issues to 
be considered in the practice of IMC. Future studies should pursue a broad-based, quantitative format that allows 
generalisable findings that confirm or refute the findings of the small-scale qualitative study undertaken in this work. 
As importantly, the unique constructs of IMC that have emerged in this study regarding the dimensions of connectivity 
should be considered in ensuing work. 
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ABSTRACT 


Farmers’ markets have become fashionable places for shopping, entertainment, and socialising, and in many cases 





are no longer sources of cheaper or more convenient shopping. With the growth of the craft and the organic food 
movements, such products are often marketed through farmers’ markets. Entertainment (e.g., music) is also often 
provided. Such shopping locations often charge premium prices. Why farmers’ markets have become so popular 
may be due to a variety of reasons such as shopping, entertainment, and socialising. Furthermore, a variety of 
different factors may cause customer satisfaction or dissatisfaction. This research is trying to identify what attracts 
customers to farmers’ markets and what creates satisfaction for the customer. A quantitative, descriptive, cross 
sectional study was used, based on a sample of 1141 respondents from an e-mailed survey to an online-accessed 
panel of consumers provided by a commercial panel provider. It is also a comparative study between a developed 
nation (Germany) and a developing nation (South Africa). The research culminated in a Kano model for farmers’ 
markets in each of the countries. There was considerable similarity in the ‘delight’ and ‘performance’ factors in the two 
countries, but only South Africa has ‘basic’ factors (two), while Germany had none. The study has thus contributed to 
knowledge about consumer behaviour and attitudes towards farmers’ markets and has added to the literature on the 
use of the Kano model, especially in South Africa. 


Keywords: retailing; Kano model; farmers’ market; consumer behaviour; purchase behaviour 











INTRODUCTION 


Unconventional or non-traditional marketplaces such as farmers’ markets, street markets (Watt & Dubbeld 2017), 
craft markets (Makhitha 2016) or flea markets (de Villiers, Visnenza & Phiri 2018) have been in existence for centuries 
in many countries and can even constitute the main shopping locations in developing nations (Renko & Petljak 2017). 
However, they have more recently become fashionable places for shopping, entertainment, and socialising, and in 
many cases are no longer sources of cheaper or convenient shopping. With the growth of the craft movement and 
the organic food movement (Makhitha 2016), such products are often marketed through farmers’ markets, where 
entertainment (€.g., music) is often provided. Premium prices are often charged to cover the cost of said entertainment 
and other costs. 


Research into these “alternative” markets has been quite extensive in developed countries, for example Italy 
(Cicatiello 2020; Gilli & Ferrari 2018; Pascucci, Cicatiello, Franco, Pancino & Marino 2011), New Zealand (Murphy 
2011), United States (Byker, Shanks, Misyak, & Serrano 2012; Colasanti, Conner & Smalley 2010; Oths, Manzella, 
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Sheldon & Groves 2016; Garner 2018), Canada (Dodds, Holmes, Arunsopha, Chin, Le, Maung, & Shum 2014), 
United Kingdom (Qendro 2015; Gonzalez and Dawson 2018; Gonzalez 2019), China (Lee and Pearce 2019); Spain 
(Onederra-Aramendi, Begiristain-Zubillaga, & Malagén-Zaldua 2018); Portugal (Gomes 2019; Tam, Adrego, & 
Baptista 2019) and Germany (Bavorova, Unay Gailhard, & Lehberger 2016; Bavorova, Traikova, & Doms 2018; Irz, 
Leroy, Réquillart, & Solerb 2015). 


Whether the growth in such informal markets has followed the same trend in developed countries as in developing 
countries is uncertain, as there is limited research on retail formats in South Africa (Sharma & Gautam, 2017) and 
no comparative studies between developed and developing countries have been found (de Villiers et al. 2018). In 
addition, it appears as if only a limited amount of research has been done in developing countries, for example, India 
(Petrescu and Bhatli 2013; Nabi & Kashif 2016); Malaysia (Tey et al. 2017; Hazlan et al. 2019); and Croatia (Renko 
& Petljak 2018). Furthermore, in developing countries such informal markets are often major shopping locations in 
their own right (Renko & Petljak 2017) due to a shortage of more formal shopping locations (Marumo & Mabuza 
2018). Thus, there could be a variety of reasons why consumers attend these informal, alternative markets. Some 
examples would be shopping, entertainment and socialising, while a variety of different factors might contribute 
towards customer satisfaction or dissatisfaction (Murphy 2011). 


The context of this research is a comparison of reasons for shopping at farmers’ markets in a developed country 
(Germany) versus those in a developing country (South Africa). This will identify whether consumer goals for shopping 
in informal markets in developed countries have followed the same path as those in developing countries. 


PURPOSE / OBJECTIVES OF THIS ARTICLE 


The aim of this study is therefore to identify what attracts customers to farmers’ markets and what the various 
factors are that create satisfaction for the customer, thus developing a better understanding of customer behaviour 
at farmers’ markets. 


The objectives of this study are therefore to: 


1. identify what attracts customers to farmers’ markets in a developed country (Germany) and a developing 
country (South Africa), i.e., what provides customer satisfaction? 


2. identify what discourages customers from attending farmers’ markets in a developed country (Germany) and 
a developing country (South Africa), i.e., what causes customer dissatisfaction. 


3. identify, using the Kano model, what are ‘basic’ (must be), ‘performance’ and ‘delighter’ (attractive) factors for 
patronage of farmers’ markets. 


4. identify if the Kano model for farmers’ market customer satisfaction differs for a developed country (Germany) 
from that of a developing country (South Africa). 


5. provide marketing advice to farmers’ market organisers, and to retailers at farmers’ markets, differentiated 
between Germany and South Africa, if applicable. 


LITERATURE REVIEW 
Origin and definition of farmers’ markets 


According to Hall, Mitchell, Scott & Sharples (2008), farmers’ markets have been around for a long time, but with 
the advent of the supermarket, this type of market became less popular. In recent times there has been a resurgence 
in these forms of market as consumers looked for a more transparent and authentic shopping experience. These days 
farmers’ markets have enjoyed a resurgence in many parts of the world, with the public finding them attractive due to 
their uniqueness, alternative food offerings and as an enjoyable social outing (Murphy 2011) 
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The definition of a farmers’ market is somewhat ambiguous. In some contexts, it is seen as a market that only 
offers a platform for local producers of home-grown products to display and sell their products. Renko & Petljak (2018) 
debate that a formal definition of a farmers’ market is still nebulous with many terms used such as street, flea and 
informal markets, and even bazaar, being used to describe different forms of markets. The New Zealand Farmers’ 
Market Association refers to a farmers’ market as a space where stall holders may only sell items that they have 
either grown themselves or pickled, preserved or baked within a specific area (Murphy 2011), whereas in Ontario, 
Canada, a farmers’ market is defined as “...a seasonal, multi-vendor, community driven (not private) organisation 
selling agricultural, food, art and craft products including home-made produce, home-made crafts and value-added 
products where the vendors are primary producers” (Hall et al. 2008). It appears that food generally makes up the 
largest section of sales at farmers’ markets. However, non-food items are also popular, with items such as clothing, 
flowers and plants, toys, furniture, art, jewellery, and cosmetics being made available to shoppers (Renko & Petljak 
2017). The underlying understanding of this type of market is that consumers expect products on offer to be authentic. 
Murphy (2011) notes that farmers’ markets have evolved through ‘experiential retailing’, highlighting that proper 
farmers’ markets are strictly defined in terms of who may be admitted and what they may sell. Markets vary according 
to the type of management, when and how often they take place, the type of location, and the size. There has been 
rapid growth in the number of farmers’ markets throughout North America and Western Europe mainly due to a 
preference for organic and natural products (Figueroa-Rodriguez, Alvarez-Avila, Castillo, Rindermann & Figueroa- 
Sandoval 2019). 


Based on the definitions in the extant literature, it was decided to define a farmers’ market as “...a multi-vendor, 
community driven, or private, organisation selling agricultural products, food, art and craft products, including home- 
made or self-grown produce, home-made crafts and value-added products where the stallholders are mostly the 
primary producers.” 


Farmers’ markets in South Africa 


Tey et al. (2017) stated that, although farmers’ markets are not as ubiquitous in developing countries, they do have 
economic significance. Marumo & Mabuza (2018) commented that in South Africa fresh produce is usually purchased 
from two different retail formats, namely an informal or a formal one. While formal markets represent the traditional 
retail format such as a supermarket or a specialty greengrocer, the informal marketplace is mostly represented by 
small vegetable seller outlets trading beside the road or at farmstalls (Vermaak 2017). Purchasing from an informal 
versus a formal outlet is largely defined according to income categories, with those in lower income groups choosing 
to purchase from informal outlets, mainly attracted by price, accessibility and familiarity. However, in recent years 
there has been evidence of an increasing number of organised farmers’ markets aimed at middle to upper income 
groups. These are probably an offshoot of what is happening in the rest of the world and is driven by the public’s 
need to know where their fresh produce is coming from. The advent of the ‘organic’ movement where people are 
also seeking produce that is uncontaminated by insecticides and fertilizers has also been a contributing factor in this 
trend. In addition, many markets have also become social gathering places where the public gather, usually over a 
weekend, to try out interesting food products and shop for homemade arts and crafts, health and wellness products 
and clothing. This is often accompanied by buskers and other performers to entertain the clientele. Well known 
markets in South Africa would include destinations such as the Oranjezicht market, Shongweni Farmers’ market, 
Pretoria Boeremark, and the Bryanston Organic Market, although the list is far from complete (the culture trip 2020). 


Despite an extensive search, and literature being found on various countries from all over the world, very little, if 
any, research was found on South African farmers’ markets in the context of this research, which partly explains the 
need for this study. 
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Farmers’ markets in Germany 


In Germany, there has been increased interest in markets for local products. Farmers’ markets were one of the 
methods that emanated from this desire. As a result of this, buying directly from the producer has become a popular 
method of shopping (Bavorova et al. 2018). The idea was to bring together several different producers in one spot 
(Figueroa-Rodriguez et al. 2019). Irz et al. (2015) stated that more than 30 000 farmers were selling their produce 
via this method in Germany in 2013. Research conducted in Germany indicated that food purchased directly from 
the producer (farmer) is seen to be fresher, tastes better and production methods are more transparent. Although 
perceived price was generally higher, this was not seen to be a drawback, although location was potentially a problem 
in some scenarios (Irz et al. 2015). 


Drivers of patronage of farmers’ markets 


Murphy (2011) questioned how well farmers’ markets served as retail spaces, what draws their clientele and what 
encourages such customers to attend regularly and spend more money there? They also interrogated how value 
would be created? De Villiers et al. (2017) mentioned the lack of knowledge about farmers’ markets, stating that the 
success of markets has not been fully acknowledged in current literature, even though the consumerist movement 
and anti-materialism are driving marketplaces to become increasingly attractive to both customers and entrepreneurs. 
Research in this area has been rather limited, although a fair amount of research has taken place on the informal 
sector that includes various types of markets (de Villers et al. 2017). 


Renko & Petjlak (2018) investigated the main reasons why customers choose to shop at informal markets and the 
factors that contribute towards sustainability and growth of these types of informal markets in Croatia. They concluded 
that freshness and the quality of the produce as well as the merchandise assortment were paramount for customers. 
Product attributes such as quality and freshness were also cited by Ofederra-Aramendi, Begiristain-Zubillaga, & 
Malagon-Zaldua (2018) along with the opportunity to purchase locally made and natural products, which were also 
found to be important drivers by Byker et al. (2012) following a comprehensive review of literature on farmers’ markets 
in the USA. Murphy (2011) researched the success of farmers’ markets in New Zealand, investigating main attractions 
for consumers and why they would choose to spend their money at a market, rather than at a ‘regular’ retailer. De 
Villiers et al. (2017) also investigated factors such as the location of a market and the variety of goods on offer with 
respect to market experience and intention to purchase in South Africa. Results indicated that the location of the 
market was important, noting that safety and convenience were critical. In addition, location was found to contribute 
towards market experience. Similarly, convenience was found to be important for some customers by Byker et al. 
(2012) in the USA. Product assortment also played an important role in attracting customers, along with various 
sensory stimuli such as music, aromas, and product displays. Murphy (2011) also found that product quality was 
the most important factor to customers, with price not playing a major role in buying decisions, which agreed with 
the findings for some customers in the USA (Byker et al. 2012). Figueroa-Rodriguez et al. (2019) also commented 
that many consumers enjoy a conducive atmosphere, feeling comfortable in a space that is friendly and less formal. 
Furthermore, customers enjoyed purchasing food that was “seasonal, local, organic and unusual”, along with the 
opportunity to enjoy the entertainment, while supporting the local entrepreneurs (Murphy 2011). 


Barriers to farmers’ market patronage 


The absence of many of the drivers discussed above are obviously major barriers to customers patronising a 
farmers’ market, for example, poor product quality. In addition, several barriers to shopping at farmers’ markets 
are listed by Renko & Petljak (2018), including poor weather conditions, food that does not live up to expectations, 
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overcrowding, a poor assortment of products on offer and high prices (Murphy 2011). Colasanti et al. (2010), studying 
farmers’ market patronage in Michigan (Unites States of America), concurred, stating that produce from famers’ 
markets was often overpriced in comparison to store prices. Furthermore, shoppers mostly visited farmers’ markets 
with expectations of produce that was locally produced and organic. When this was not the case, they felt cheated. 
In addition, they also cited issues of poor visibility with respect to signage and/or location, time constraints given 
that many markets are only open once a week and for a short period of time, heavy traffic, and the non-acceptance 
of credit or debit cards. Byker et al. (2012) confirms inconvenient location and opening hours as major barriers to 
patronage of farmers’ markets in the USA. Crowding was also often perceived as a problem, but so was the opposite 
situation of empty stands which detracted from the atmosphere. Finally, it was also recognised that it was not possible 
to carry out a ‘one-stop shop’ at a farmers’ market. Similarly, Byker et al. (2012) found such ‘lack of convenience’ to be 
a barrier to patronage at USA farmers’ markets. Murphy (2011), in New Zealand, did not necessarily agree with these 
findings, even though similar variables were investigated. For example, although prices were often rated as higher at 
farmers’ markets, they argued that customers did not see that as an issue, as they were shopping at farmers’ markets 
for different reasons. Furthermore, they did not rate location or hours as inhibitors to their attendance, but customer 
expectations were influenced by how experienced the customers were at attending farmers’ markets. 


Measuring factors that encourage satisfaction 


Satisfaction is described by Rotar & Kozar (2017) as a construct that is based on a customer’s emotional state. It is 
a non-monetary measurement. Ultimately, customer satisfaction is seen to result in customers returning regularly and 
eventually resulting in long-term loyalty. Customers sub-consciously establish certain standards against which they 
make judgements according to their final perceptions of the offering received from a product or service in contrast 
with competitors’ offerings. Customer satisfaction is strongly connected to differentiation and competitive advantage 
(Rotar & Kozar 2017). 


The Kano model of customer satisfaction was originally proposed by a Japanese Professor, Noriako Kano. It 
has been commonly used to help to understand customer needs and to design customer offerings that possess the 
attributes that satisfy or delight customers (Rotar & Kozar 2017; Kim & Yoo 2020). Customer satisfaction levels are 
measured in contrast to levels of performance of identified factors and the categories in which they belong (Kim & 
Yoo 2017). 


FIGURE 1 
KANO’S MODEL 
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The Kano model makes use of three categories that are used to identify and measure customers’ perceptions of 
quality in a certain product or service offering (Kim & Yoo 2020). These three attributes are described as follows: 


Te ‘Basic’ or Threshold Need (also known as a ‘must-be’ attribute) — these types of attributes are essential to 
an offering. When the offering fulfils these requirements, the customer’s attitude remains neutral. Furthermore, 
the customer will probably not mention them when questioned, as they are fundamental. However, when 
these factors are not evident in an offering, the customer will voice their dissatisfaction (Dash 2017; Kim & 
Yoo 2017). 


2. ‘Performance’ factor (‘more is better’) — this factor has a direct impact on customer satisfaction levels. The 
higher their fulfilment, the higher the customer’s satisfaction. These needs will differentiate one product 
offering from another (Kim & Yoo 2017; Rotar & Kazor 2017). 


3. ‘Delighter’ or Attractive needs (the ‘wow’ factor) — these are factors that are not necessarily expected and 
therefore are not mentioned. It is thus not a must-have element. As a result, the absence of this element 
will not result in dissatisfaction. However, its presence should serve to surprise and delight customers, 
heightening satisfaction (Kim & Yoo 2017; Rotar & Kazor 2017). These factors can result in decreased price 
sensitivity on the customer’s part (Kim & Yoo 2017). 


In addition to these three main attributes, two others can be identified, namely ‘indifferent’, which refers to factors 
that do not influence the consumer in any way, and ‘reversal’ which refers to where adding something to the offering 
can increase customer dissatisfaction. These five attributes are illustrated in Figure 1. 


The Kano model helps to reveal several issues, assisting businesses to establish what offerings are most important 
to customers. When ‘basic’ factors are present, businesses should work on their ‘performance’ and ‘delighter’ 
requirements to achieve or increase customer satisfaction. In addition, the identification and presentation of ‘delighter’ 
attributes assist a business to establish an offering that enables them to differentiate themselves from the competition. 
Furthermore, when there is a potential trade-off between two potential factors, the Kano model can assist in deciding 
which one would serve best to create customer satisfaction (Rotar & Kozar 2017). 


The main objectives of this study are to answer the questions: “what attracts customers to farmers’ markets” 
and “what discourages customers from attending farmers’ markets.” Kano, Seraku, Takahashi & Tsuji (1984) says 
that, if the ‘delighter’ requirement is fulfilled, the customer will be enthusiastic, i.e., “attracted to an offer” (this meets 
the first objective). If basic requirements are not fulfilled, the customer will not be satisfied, i.e., the customer will 
be discouraged (this meets the second objective). This shows that the Kano approach fits perfectly to the study 
objectives. 


In addition, the Kano model generally, and especially using the Penalty-Reward-Contrast analysis (PRCA) method 
to categorize the Kano factors, was used and validated for used car markets in Germany - private consumers and 
professional car retailers met at private markets to buy and sell used cars. These markets presented characteristics 
of formal as well as of informal markets, which is similar to the characteristics of farmers’ markets (Schuckel & 
Dobbelstein 1998). 


Therefore, this validation in a similar market, together with the fact that the Kano approach matches the study 
objectives, provides confidence that this is the best and most suitable method for this study, thereby justifying why it 
is the technique of choice for this study. 


Conclusion 


de Villiers et al. (2018) observes that research into farmers’ markets has not been prolific, although they are playing 
an important role in the economy of the future. There is also a lack of comparative studies involving developing and 
developed economies. Thus, this study is important for what could well become a major form of retailing in the future 
and is especially important in developing countries where informal retailing, including farmers’ markets, are very popular. 
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METHOD 


A quantitative, descriptive, cross sectional survey, based on an e-mailed questionnaire to an online-accessed 
panel of consumers provided by a commercial panel provider, was used. Because there has been so little comparative 
research, especially involving emerging nations, this study adopts a descriptive approach, based on a quota sampling 
using a combination of criteria that influence the analysed topic, e.g., age, gender, education, habitation and income. 


Respondents 


Farmers markets tend to be more expensive than shopping in supermarkets and are therefore patronised by 
consumers who can afford the higher prices. Consequently, farmers’ markets tend to be in more urbanised areas 
where there are relatively large populations, in order to draw enough customers. Therefore, the South African Living 
Standards Measure (LSM) categories of 7 to 10 (predominantly urbanised) were selected as the study population 
(Chronison 2012). LSMs have been criticised recently as being out-dated, partly due to the demographic shift up the 
LSM categories as consumers become wealthier, and for various technical reasons (Langschmidt 2017). The ES 
Socio-Economic Measures (SEM) have been suggested as a replacement (Reid 2018). Although the SEM model 
is purported to be a better representation of the SA market, Muller (2017) shows that SEM and LSM use the same 
defining variables, and when comparing SEM against LSM, the spread of categories is very similar. The only real 
differences appear to be at the lower end of the segments (i.e., segments 1 to 4). Since this study is targeted at the 
more urbanised and wealthier consumers, this difference at the lower end of the market is not relevant. Furthermore, 
as Table 1 shows, LSMs 7 to 10 are similar enough to SEMs 6H to 10 to be an acceptable target population (Muller 
2017). 


TABLE 1 
COMPARISON BETWEEN LSMS AND SEMS 














Market a ES SEM oa %  Ruralf urban % ies earner e English % 
Traditional 123 62 1 126 12 26% urban 41 30 0 
Transitional 45 357 23,4 408 40 38-75% urban 40-47 40-52 0 

Middle 6 336 56L 14,6 90-95% urban 50-54 57-63 0-9 
UpperMiddleB 78 160 GH78 21 ° 54-59 63-80 9-18 
Upper MiddleA 9 55 910L 87 98-99% urban 61-65 86-92 36-43 
Elite 1 «=630—SCttHsti‘<‘( wt 65 92 43 





Source: Adapted from Muller, 2017; BRC, 2017. 


A disadvantage of SEMs is that they are so new that databases of respondents are not yet readily available, while 
a database of LSM 7-10 respondents is available from the research company selected for this study. Therefore, it 
was decided to use LSMs rather them the newer SEMs. The choice of these LSM groups is supported by the fact that 
South Africa’s Gini coefficient (63.0 in 2015) is very high (The World Bank Group 2019), indicating a relatively small 
proportion of the total population who would be able to afford the higher prices usually charged at farmers’ markets. 


Regarding Germany, all consumers aged 18+ were accepted as the study population, as the German Gini 
coefficient of 31.7 indicates a much wider spread of wealth through the country (The World Bank Group 2019), with 
only 13,8% of income being spent on food, beverages and tobacco (Destatis 2019). Thus, a substantial proportion 
of the population would be able to afford the higher prices charged at farmers’ markets. Therefore, a quota based on 
income, gender, and age (18+) representing the total German population was set as the sample. 
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To obtain responses from these two populations, an online access panel that includes both German and South 
African consumers, and that meets the above criteria, was accessed from a commercial research company that 
guarantees the number of respondents set by the researchers as the sample size. The researchers determined 
quotas (i.e., gender, age, and income for Germany and LSMs 7 — 10 for South Africa) to ensure that the countries’ 
populations were adequately represented. However, the South African demographic structure has been changing 
rapidly in terms of education and income over the past 30 years (Mason 2004), and therefore the quotas for LSMs 
7 to 10 were adjusted slightly to cater for the changing South African demographics as identified by KANTAR TNS 
(2019) in the Establishment Survey research. The segment proportions from the SEM categories, instead of the LSM 
proportions, were applied to identify the number of respondents required for each of LSM 7 to 10. The result is a quota 
profile as presented in Table 2. 


TABLE 2 
ADJUSTMENT METHOD TO CATER FOR CHANGING SA DEMOGRAPHICS 








LSM7 LSM 8 LSM 9 LSM 10 Total 7-10 
LSM % 13 6 6 4 29 
SEM % 9 7 6 8 30 
SEM % applied as sample 30.00 23.33 20.00 26.67 100.00 
Resultant N of sample 120 93 80 107 400 





Source: Adapted from KANTAR TNS, 2019: 78. 


The resultant quota that was achieved (as shown in Table 2) was very close to the actual population and can be 
considered as adequately representative of the two populations. 


Since sampling was based on quotas and resulted in a self-selected sample (i.e., list members chose whether 
to respond or not) the sampling method was non-probability. Such self-selection could result in selection bias or 
non-response error (Bless, Higson-Smith & Sithole 2013), but the reasonable spread of respondents as shown in 
Table 4 indicates this to not be a significant problem. With a 95% level of significance, an allowed error of 0,1 (ona 
7-point Likert type scale) and assuming a variance of 1, the t-distribution requires a sample size of 384 (excluding a 
correction factor) (Sekaran & Bougie, 2013). Thus, two samples of 400 from each country (a total sample of 800) were 
required to allow for any unusable or rejected responses. The details of the actual sample achieved are presented in 
Table 4 — in summary they are 573 for South Africa, 568 for Germany, and 11471 in total. 


Data collection 


The questionnaire was developed from the relevant literature, covering the ‘satisfaction’ dependent variable and 
the eight independent variables, plus the demographic data of the sample, namely country, gender, age, habitation, 
education, and household income. To obtain measures for the variables to be researched, statements with 7-point 
scaled responses, anchored with 1 = highly dissatisfied to 7 = highly satisfied, were developed from the academic 
literature for each dimension as shown in Table 3. 


TABLE 3 
QUESTIONNAIRE DERIVATION 








Dimension Literature source 

Satisfaction Renko & Petljak 2017 

Quality Murphy 2011; Renko & Petljak 2017; Figueroa-Rodriguez et al. 2019 

Vendor relations Murphy 2011; Renko & Petljak 2017 

Ambiance Murphy 2011; Renko & Petljak 2017; de Villers et al. 2017; the culture trip 2020 

Socialising the culture trip 2020; Pilot test survey 

Price Murphy 2011; Renko & Petljak 2017; Pilot test survey 

Product assortment Roininen et al. 2006; Murphy 2011; Renko & Petljak 2017; de Villers et al. 2017; Pilot test survey 
Experience Hall et al. 2008; Murphy 2011; Tam et al. 2019 


Location Murphy 2011; de Villers et al. 2017; Pilot test survey 
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The questionnaire was pilot tested for face validity with thirteen consumers who matched the population criteria. 
This resulted in some changes to phrasing and layout and the addition of some questions about product variety, 
value, payment and drawing of money, and family/child orientation. The questionnaire was then translated into 
German and checked by the German researcher to ensure translational equivalence (Hair, Babin, Money & Smouel 
2003). Thereafter a live electronic pre-test of the questionnaire was conducted with 96 consumers who matched the 
population criteria. This showed the questionnaire to be understandable and acceptable — no changes were required. 
The e-mail with an embedded link, plus the quotas, was provided to the list broker who distributed the questionnaire 
to the opt-in panel between 9 June and 2 July 2020. The advantages of using such a panel is, first, that the pre- 
set quotas can be achieved by addressing specific members of the target population, and second, that the cost is 
comparatively low. To avoid the more common disadvantages, such as multiple participation, self-selection bias and 
practice bias, each panel member only received one invitation and the software did not allow multiple participations. 
The invitation to the survey was done without mentioning the topic, thus avoiding self-selection bias and the panel 
provider limits the number of participations for each respondent to one every two months, thus reducing the risk of 
practice bias (George 2010). The socio-demographic characteristics, both for the German panel and for the South 
African panel based on the LSM status, are updated once a year. 


Data analysis 


Using SPSS version 25, analysis was done on 1289 completed questionnaires received by the researchers, who 
first did a quality check of the data, based on the following criteria: 


° information about LSMs (South Africa only) 

° answers to the questions about demographics and the question about the dependent variable, satisfaction 

° click through/answer patterns, e.g., an answering time shorter than 30% of the median, which implies answers that 
did not reflect thought out responses 

° absolute difference between overall satisfaction and the means of all single items is bigger than or equal to 3 


If a data record did not fulfil the required quality criteria, it was deleted. These quality checks resulted in 148 
responses being removed, leaving 573 South African and 568 German valid responses, i.e., a total sample of 1141. 


Then univariate descriptive statistics, analysed by country and total, were calculated. The mean values and 
standard deviations for each question, by country, together with their statistical significances are shown in Table 4. 


In conducting the ‘Kano analysis’, there are different statistical analyses to classify the Kano quality attributes. The 
most common analyses are Kano’s original method using functional and dysfunctional questions (Kano et al. 1984), 
the PRCA method developed by Brandt (1988), the Improvement Gap Analysis (IGA) method comparing the explicit 
and implicit importance of attributes (Vavra 1997), and the ‘self-classification of attributes by the respondents’ method 
(Emery & Tian 2002). Detailed comparisons of these methods have been done by Lin, Tsai, Lee, Hsiao, Zhou, Wang 
& Shang (2017), Chen (2012), Dobbelstein & Winbacher (2007), and Schuckel & Dobbelstein (2001). According 
to these authors, the PRCA method is superior as it has the advantage that it needs fewer questions compared 
to most of the other classification approaches, that the questions are easier to understand, and that it has a high 
discrimination quality. The disadvantage is that it cannot categorize attributes that do not yet exist. Since this study 
is examining pre-identified categories, this disadvantage is not applicable. Based on this literature and the nature of 
this study, the PRCA method was chosen as the most appropriate analysis method. 


Thus, using the ‘penalty-reward contrast analysis’ (PRCA) method, multiple regression analyses were conducted 
on all questions, or attributes (Mikulic’ & Prebezac 2011). Using the resultant regression coefficients, each question, or 
attribute, was classified as one of the Kano quality attributes, namely, ‘basic’, ‘performance’, ‘delighter’ or ‘indifferent’, 
based on the value of the regression coefficient and the relation between the positive and negative coefficients. As per 
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the explanation in Schuckel & Dobbelstein (2001), the classification was conducted according to the following ‘rules’: 


. if at least one coefficient is bigger than 0.3 and if the difference between the positive and the negative coefficients 
is negative, the attribute would be classified as ‘basic’ requirement. 

. if at least one coefficient is bigger than 0.3 and if the difference between the positive and negative coefficients is 
0.1 or bigger, the attribute is classified as ‘delighter’. 

° if at least one coefficient is bigger than 0.3 and if the difference between the positive and negative coefficients is 
smaller than 0.1 and positive, the attribute is classified as ‘performance’. 

° if both the positive and negative regression coefficients are both lower than 0.3, the attribute is classified as having 


no influence on the overall satisfaction and is classified as ‘indifferent’. 


Since some attributes might be close to the cut off points, it could also be justified to classify them as hybrid, e.g., 
‘performance’ to ‘delighter’ (Schuckel & Dobbelstein 2001). Therefore, in these cases, another way of classification 
was considered, namely comparing the relative ‘strength’ of the positive compared to the ‘strength’ of the negative 
regression coefficients, i.e., by asking the question ‘to what extent does the positive exceed the negative coefficient’. 
Applying the relative percentage difference, the attributes could be more accurately allocated to the attribute categories. 


Validity and reliability 


To assess content validity, all questions were matched to the relevant variables to ensure the questionnaire assessed 
what it was intended to assess. Acceptable content validity was further supported by the fact that the questionnaire 
was based on other, validated research, as illustrated in Table 3 (Bless et al. 2013). A detailed deconstruction, 
analysis and discussion of the questionnaire was conducted by subject matter and statistical experts and an initial 
pilot test was conducted with thirteen people who matched the population criteria, thus providing face and construct 
validity. Then a live, electronic pre-test was conducted with 55 German and 41 South African respondents who also 
matched the population criteria — no significant changes were required after the pre-test. Quality and plausibility 
checks of the full data set proved acceptable, and the final sample proved to be acceptably representative of the two 
populations. To assess criterion validity, it was assumed that a successful market is an external criterion (Sekaran 
& Bougie 2013). Two markets to which the researchers had access were used to assess criterion validity. The 
Shongweni Market is, based on its longevity and popularity, a successful market, whereas the Golden Hours Market 
is, based on the same criteria, less successful. Thus, criterion validity could be achieved if the identified ‘delighter’ 
factors were present at the Shongweni Market, but not as prevalent at the Golden Hours Market. Following personal 
visits to these two markets, the researchers compared the ‘delighters’ for South Africa as listed in Table 8 against 
both markets, and subjectively concluded that all of these were present at the Shongweni Market but were definitely 
less prevalent at the Golden Hours Market. Thus, it was concluded that the study had concurrent criterion validity 
(Sekaran & Bougie 2013). Finally, a Cronbach Alpha Coefficient of 0,957, calculated from the full response, indicates 
the internal consistency of the questionnaire (Sekaran & Bougie 2013). 


RESULTS 


In this section, the sample profile is presented, followed by the descriptive statistics for each question, and an 
analysis of the three research questions. 


Demographic Profile of Respondents 


Table 4 reflects the profile of the 1141 useable responses, split by country, gender, age, where respondent lives, 
education, and monthly household net income. 
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TABLE 4 
DEMOGRAPHIC PROFILE OF RESPONDENTS 





























Total South Africa Germany 
Dimension Category 
f % f % f % 
Gender Female 585 51.3 310 54.1 275 48.4 
Male 556 48.7 263 45.9 293 51.6 
Age 18-24 206 18.1 164 28.6 42 19.4 
25-34 314 27.5 226 39.4 88 21.8 
35-49 253 22.2 121 21.1 132 28.3 
50-59 155 13.6 39 6.8 116 24.6 
60+ 213 18.7 23 4.0 190 5.8 
Habitation Metro (250 000 +) 346 30.3 183 31.9 163 28.7 
City/large town (40000-249 999) 404 35.4 254 443 150 26.4 
Small town/village (5000-39999) 286 25.1 115 20.1 171 30.1 
Rural (< 5000 people) 105 9.2 21 3.7 84 14.8 
Education None, some, or all primary 84 74 3 0.5 81 14.3 
Some high school 260 22.8 34 5.9 226 39.8 
High school/Matric 313 27.4 225 39.3 88 15.5 
Technikon 153 13.4 85 14.8 68 12.0 
University degree 286 25.1 189 33.0 97 17.1 
Other post matric 45 3.9 37 6.5 8 1.4 
Monthly 0 - R8 000/ 0-€1300 319 28.0 209 36.5 110 19.4 
Household net Rg 001 - 18 000/€1300-2000 281 24.6 157 OTA 124 21.8 
Cn R18 001 — 37 000/€2001-3200 274 24.0 113 19.7 161 28.3 
R37001 - 63 000/€3201-6000 203 17.8 63 11.0 140 24.6 
More than R63000/€6000 64 5.6 31 5.4 33 5.8 
Total 1141 100.0 573 100.0 568 100.0 





This profile shows an acceptable distribution of the sample for both the developed and the emerging countries, 
across all demographic categories. Since the German sample was based on quotas predetermined according to the 
German population, the German sample is naturally representative of the German population. The South African 
sample reflects the LSM groups but is not identical to the South African population statistics — the sample shows 
a slightly higher proportion of females (54.1%) than the South African population (51%) (StatsSA 2020). This is 
explained by the fact that LSMs 7, 8 and 9 are biased towards females (Living Standards Measure 2017) and by 
the probability that shopping is more often done by females, especially in emerging countries. Docrat (2007) found 
females account for 59% of mall shoppers in South Africa. 


Frequency of visiting farmers markets 


In addition to basic demographics, the frequency of visiting a farmers’ market was also analysed, with categories 
ranging from ‘never been to a farmers market’ to visit every week or nearly every week’. Of interest is the fact that 
10.8% of South African had never been to a farmers’ market, in contrast to only 4.6% of Germans. 


Respondents who had never visited a farmer’s market were not excluded from the analysis because the decision 
to buy a product (in this case to visit or not visit a farmers’ market) is based on the person's perception of the farmers’ 
market. Perception can be based on reality, i.e., experience (a visit), or on the image that the person has about the 
market, which can be based on many different factors such as stories from friends, reports in newspapers, social 
media posts, etc. (Babin & Harris 2013). So even if respondents have never been to a farmers’ market, they will still 
have an opinion about it, which will influence their behaviour, e.g., to visit or not to visit a farmers’ market. 
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TABLE 5 
VISIT FREQUENCY AT FARMERS MARKETS (GROUPED INTO 2 CATEGORIES) 











South Africa Germany Total 
; f 294 223 517 
Never to occasionally % 51.3% 39.3% 45.3% 
f 279 345 624 
Frequently to regularly y 48.7% 60.7% 547% 
0 sy! 7/0 sf 7/0 sf 7/0 
ae f 573 568 1141 
otal 
% 100,0% 100,0% 100,0% 





The difference in ‘visit frequency’ between the countries’ is probably because of the greater presence of farmers’ 
markets in Germany where almost every village or town has one usually once a week in the town centre. A chi square 
test showed this difference to be statistically significant (df = 5; p < 0.000). To simplify the analysis, the ‘visit frequency’ 
was grouped into two categories, namely ‘never to occasional visit’ and ‘frequent to regular visit’ with these results 
being presented in Table 5. 


This confirms the finding that the German respondents are more frequent farmers’ market visitors than the South 
African respondents (60.7% ‘frequent to regular’ visitors compared to 48.7% respectively). This difference also proved 
to be statistically significant (df — 1; p < 0.000). 


With such high levels of ‘frequent to regular’ visiting, a high level of satisfaction could be expected, which was 
confirmed by the ‘dependent variable’ question (How satisfied are you with the farmers’ market as a whole?), which 
had a mean of 5.62. By country, the means were also high, namely 5.91 for South Africa and 5.34 for Germany. By 
visit frequency, the means were 5.75 for ‘frequent/regular’ and 5.48 for ‘never/occasionally’. 


Quality attributes of a farmers’ market 


Based on the extant literature, 31 issues were identified as possible attributes that might influence the satisfaction 
of visitors to a farmers’ market. Since one intention of the paper is to give as specific recommendations to farmers’ 
market organizers and vendors as possible, it was decided not to work with aggregated dimensions but to work at the 
specific attribute level. The descriptive statistics for the attributes are presented in Table 6. 


As shown in Table 6, respondents were satisfied with all the attributes, with none scoring below the mid-point of 
4, and only 6 scored below 5. The worst rating was for ‘the ability to draw money from an ATM at the market’ (mean 
= 4.16). This might be because, Germany people expect to pay with cash and so arrive with cash (or draw at ATMs 
nearby), whereas, South Africans have become unused to carrying cash due to safety reasons and are prepared to 
pay via credit/debit card or via various other methods such as mobile payment Apps like Zapper or Snapscan. The 
highest rating was for the satisfaction with the ‘quality and freshness of food’ (mean = 5.97), which is to be expected as 
this is one of the accepted benefits of farmers markets. What is further interesting is the fact that standard deviations 
are quite high (lowest 1,265 for quality and freshness of food - highest 1,89 ability to draw money from ATM). Thus, it 
can be assumed that there are big differences for subgroups, e.g., country or frequency of visit. 


Analysing the results by country (in Table 6) shows that there are only three criteria (Mainly seasonal product, 
lively atmosphere, and convenient location, with p = 0.41, 0.11, 0.36 respectively) that do NOT show highly significant 
differences between the two countries. This becomes even more interesting when considering that South Africans 
visit farmers markets less frequently than Germans do, which may be because there is less opportunity to visit farmers 
markets in South Africa as they mostly only happen over weekends and are often located on the outskirts of cities 
and need personal transport to reach them, due to South Africa’s inadequate public transport systems. In Germany 
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TABLE 6 
DESCRIPTIVE STATISTICS 



































By country By visit frequency 
: ; All SA Germany | Diff | Nevet! Freq/regular | Diff | 
Attributes/questions respondents in Sig occass in Sig 
Mean SD | Mean SD Mean SD dl Mean SD Mean SD mean 
Quality/freshness of food 5,97 1,27 |6.16 1.26 5.77 1.24 |0.39 |.000 (585 1.31 606 1.22 | 0.20 | .007 
Able to support local producers 5,87 1,34 |612 1.29 563 1.35 |049 |.000 (5,78 141 595 1,28 | 016 | .039 
Polite/helpful stall holders 5,70 1,32 |584 135 555 1.27 |029 | .000 (561 1,35 5,77 1,29 | 017 | .033 
Products are natural/organic 5,69 1,32 |589 134 549 127 |039 |.000 (5,57 1,38 5,79 1,25 | 0.23 | .004 
Variety of food on offer 5,57 1,37 |583 135 531 134 |052 |.000 [545 144 568 1,30 | 0.23 | .005 
Authentic shopping experience 557 1,34 |5.78 130 535 1.35 |0.43 |.000 |543 1,42 568 1,26 0.26 | .001 
Mainly seasonal products 5,56 1,34 |559 140 553 1.28 | 0.07 |0.411|541 1,39 569 1,28 | 0.28 | .000 
Products are locally produced 5,55 146 |6.02 1.30 507 146 |0.95 |.000 /551 1,46 557 1,47 | 0.06 | 494 
Rich/diverse product offering 5,53 1,36 |5.73 138 533 1.31 |0.40 |.000 |/543 136 562 1,34 | 0.18 | .024 
Unique shopping experience 5,51 1,40 |5.74 138 529 137 |045 |.000 |}552 1,40 551 1,39 | -0.01 | .864 
Transparency of product source 548 1,43 |565 148 532 1.38 |034 |.000 |/538 1,42 557 1,43 | 0.18 | .032 
Reduced carbon footprint, local products 5,43 143 |563 139 523 145 {039 |.000 (532 143 553 1,42 | 0.21 | 013 
Place that family can visit 542 1,52 |5.78 1.50 507 1.45 |0.71 |.000 (544 145 541 1,57 | -0.03 | .763 
Uniqueness of products 540 143 |5.73 1.37 5.07 142 |0.66 |.000 |530 149 548 139 | 018 | .037 
Lively atmosphere, crowds, sounds, smells 5,38 1,49 |5.45 1.57 5.31 1.39 |0.14 ).106 {530 148 545 1,49 /0.15 | .101 
Feeling of safety 5,37 1,39 |552 144 521 133 |031 |.000 |521 140 550 1,38 |0.29 | .000 
Communicate with original producers 536 1,53 /5.51 1.61 520 1.42 |0.31 |.001 /534 1,46 537 1,58 | 0.03 | .746 
Interesting displays, add to atmosphere 536 1,37 |555 140 516 1.32 |039 |.000 |527 138 543 1,37 | 0.16 | .052 
Value for money get at farmers’ market 5,33 1,43 |5.70 1.37 495 139 |0.75 |.000 |528 1,48 537 1,39 | 0.09 | .282 
Able to get good advice from stallholders 5,29 1,40 |546 143 511 135 |035 |.000 (524 1,42 533 1,38 | 0.09 | .269 
The convenience of location 5,21 1,52 |525 154 517 149 |0.08 | .359 |492 1,53 545 1,46 | 0.53 | .000 
Opening hours 5,16 1,52 |542 150 490 1.50 |0.51 |.000 |499 1,53 531 1,50 | 0.32 | .000 
Favourite stallholders there 5,13 146 (536 137 490 1.51 |0.47 |.000 |489 147 533 1,42 |045 | .000 
The level of prices 5,11 1,43 |544 141 4.78 1.37 |0.66 |.000 (504 145 517 1,41 |0.13 | .129 
Achild friendly place 5,07 1,52 |536 158 478 140 |0.58 |.000 |5,04 149 509 1,54 | 0.05 | 614 
Able to bargain with stallholders 496 1,52 |5.24 148 467 1.51 |057 |.000 (490 1,52 501 152 | 011 | 220 
Availability of parking 469 1,74 |514 165 424 1.72 |0.90 |.000 461 1,72 4,75 1,76 | 0.14 | .170 
Comfortable places to sit, eat, socialise 459 1,74 |5.03 1.63 415 1.74 | 0.89 |.000 |460 1,73 459 1,76 | 0.00 | .966 
Entertainment, incl. live music, buskers 444 1,77 |495 1.73 392 166 1.04 |.000 |449 1,72 439 1,81 | -0.10 | .341 
Variety of payment modes 442 180 |497 1.70 385 1.72 |1.11 |.000 | 4,37 1,76 446 1,83 |0.10 | .371 
Able to draw cash at market 416 189 |447 188 3.85 185 |0.63 |.000 (4,10 1,86 421 1,91 |0.11 | .310 




















(n = 1141; min = 1, max = 7) 

however, farmers markets can be found in nearly every town or village, mostly in the town centre, on a regular basis 
at least once, sometime twice, a week. Despite this difference in frequency and ease of access, the commonality 
of these three criteria possibly indicate that they are key features of farmers’ markets. One of the unique selling 
propositions of all farmers’ markets is the availability of fresh, seasonal products, and one of the main marketing 
features is the lively sense of fun and entertainment promoted by markets. Despite the poor public transport in SA, 
farmers’ markets can be seen to have convenient locations, due to being easy to get to by private transport (which 
most LSM 7 to 10s have) and plentiful parking. Thus, although in some cases being due to different reasons, it is 
understandable that these criteria are seen as important by both countries. 


It is, furthermore, interesting that South Africans reported a higher satisfaction for ALL criteria than the Germans. 
This may be because South African markets pay more attention to peripheral issues such as entertainment, refreshment 
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TABLE 7 
PENALTY-REWARD CONTRAST ANALYSIS BY COUNTRY 
South Africa Germany 

sale ns Kano ee ae . an ane 
Attributes ve  +ve min- ae ve +el| -ve +ve min- ve +ve 
The feeling of safety you get there -0,291 0,407 0,116 Delighter 0,080 0,166 | -0,300 0,465 0,165 Delighter 0,090 0,216 
Quality and freshness of food -0,397 0,526 0,129 Delighter 0,158 0,276 | -0,347 0,512 0,165 Delighter 0,121 0,262 
Opening hours -0,293 0,401 0,108 Delighter 0,086 0,161 | -0,273 0,419 0,146 Delighter 0,075 0,176 
A child friendly place -0,294 0,381 0,087 Perf 0,087 0,145 | -0,345 0,461 0,116 Delighter 0,119 0,213 
Products are natural and/or organic -0,347 0,476 0,129 Delighter 0,120 0,227 | -0,377 0,488 0,111 Delighter 0,142 0,238 
Uniqueness of products on sale- different to normal shops | -0,312 0,385 0,073 Perf 0,097 0,148 | -0,316 0,464 0,148 Delighter 0,100 0,215 
Your favourite stallholders are there -0,295 0,391 0,096 Perf 0,087 0,153 | -0,364 0,488 0,124 Delighter 0,133 0,238 
Being able to get good advice from stallholders -0,281 0,424 0,143  Delighter 0,079 0,180 | -0,404 0,493 0,089 Perf 0,163 0,243 
Being able to bargain with stall holders 0,250 0,368 0,118 Delighter 0,063 0,135 | -0,251 0,359 0,108 Delighter 0,063 0,129 
Being able to support local producers 0,427 0,543 0,116 Delighter 0,182 0,294 | -0,463 0,588 0,125 Delighter 0,285 0,311 
Interesting product displays that add to the atmosphere | -0,412 0,437 0,025 Perf 0,170 0,191 | -0,350 0,502 0,152 Delighter 0,123 0,252 
A place that a family can visit -0,303 0,456 0,153  Delighter 0,092 0,208 | -0,419 0,466 0,047 Perf 0,176 0,217 
The lively atmosphere, including crowds, sounds, smells | -0,320 0,382 0,062 Perf 0,102 0,146 | -0,415 0,520 0,105 Delighter 0,173 0,270 
Being able to communicate with original producer of goods | -0,358 0,425 0,067 Perf 0,128 0,181 | -0,377 0,482 0,105 Delighter 0,142 0,232 
Reduced carbon footprint, local brands need less transport | -0,350 0,432 0,082 Perf 0,123 0,186 | -0,405 0,508 0,103 Delighter 0,164 0,258 
The level of prices -0,264 0,377 0,113 Delighter 0,070 0,142 | -0,388 0,441 0,053 Perf 0,151 0,195 
Variety of payment modes that are available at the stalls | -0,299 0,401 0,102 Delighter 0,090 0,161 | -0,165 0,230 0,066 Indifferent 0,027 0,053 
The variety of food on offer -0,468 0,473 0,005 Perf 0,219 0,224 | -0,410 0,549 0,139 Delighter 0,168 0,302 
Unique shopping experience - different to shops/malls | -0,405 0,467 0,062 Perf 0,164 0,218 | -0,435 0,520 0,085 Perf 0,190 0,270 
Products are locally produced -0,400 0,466 0,066 Perf 0,160 0,217 | -0,362 0,440 0,078 Perf 0,131 0,194 
Transparency of products, i.e. knowing products’ source | -0,438 0,487 0,049 Perf 0,192 0,238 | -0,446 0,534 0,088 Perf 0,199 0,294 
The value for money that you get at the farmers’ market | -0,376 0,455 0,079 Perf 0,141 0,207 | -0,451 0,517 0,066 Perf 0,203 0,267 
Comfortable places to sit, eat and socialise -0,263 0,314 0,051 Perf 0,069 0,099 | -0,224 0,320 0,096 Perf 0,050 0,103 
Authentic shopping experience — real, not fake or copy | -0,441 0,477 0,036 Perf 0,194 0,227 | -0,458 0,552 0,094 Perf 0,210 0,305 
Availability of parking -0,225 0,311 0,086 Perf 0,051 0,097 | -0,244 0,289 0,045 Indifferent 0,059 0,083 
The entertainment, which includes live music, buskers, etc. | -0,281 0,337 0,056 Perf 0,079 0,114 | -0,193 0,239 0,046 Indifferent 0,037 0,057 
Politeness and helpfulness of stall holders -0,437 0,488 0,051 Perf 0,191 0,238 | -0,386 0,461 0,075 Perf 0,149 0,212 
The rich and diverse product offering -0,508 0,478 -0,030 BASIC 0,258 0,229 | -0,416 0,525 0,109 Delighter 0,173 0,276 
The convenience of the location -0,240 0,357 0,117 Delighter 0,105 0,128 | -0,376 0,439 0,063 Perf 0,141 0,190 
Mainly seasonal products are on sale -0,385 0,364 -0,021 BASIC 0,148 0,132 | -0,388 0,473 0,085 Perf 0,151 0,224 
The ability to draw money from an ATM at the market 0,219 0,240 0,021 Indifferent 0,048 0,058 | -0,158 0,196 0,038 Indifferent 0,025 0,039 





* Significance of coefficients and significance of total regression analysis are all p<0.000 


provision, children’s facilities, etc., whereas in Germany, where markets are located mostly in town centres, these 
peripheral issues are less relevant, as they are provided by the nearby high street stores. In Germany, markets are 
part of a regular shopping experience, whereas in South Africa they are often viewed as weekend entertainment. 


The biggest differences between the two countries can be found for the ‘variety of payment modes’ (1.11), which 
does not surprise, as, in Germany, payment at farmers markets is mostly by cash with cards very seldom accepted, 
whereas in South Africa, cards and mobile payment methods by phone are popular. The smallest highly significant 
difference was for the ‘politeness/helpfulness of the stallholder’ (0,29). 


Results by visit frequency are also shown in Table 6. It is interesting that the differences between people who visit 
‘never to occasionally’ and people who visit ‘frequently to regularly’ are much smaller than the differences between 
countries and fewer than half the attributes reflect differences in visit frequencies that are NOT statistically significant. 
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Thus, it appears that perceptions of satisfaction are not influenced by ‘visit frequency’ as much as they are influenced 
by the country in which the market is located. The biggest significant difference between the two ‘visit frequency’ 
categories exists for the ‘convenience of the location’ but is only 0.53. The smallest significant difference between the 
two categories is for ‘being able to support local producers’ (0.16). 


KANO analysis 


As shown in Table 7, in Germany both the positive and negative regression coefficients are mostly higher than in 
South Africa (the same applies for the explained variances, which are rather low). This implies that the differences 
between them are bigger in Germany than in South Africa, and so the attributes have a greater influence on overall 
satisfaction in Germany than in South Africa, i.e., they seem to be more relevant. 


Table 7 also shows how the questions/attributes are classified according to the Kano quality attributes. First, no 
attributes are clearly classified as ‘basic’. Two attributes in South Africa (‘the rich and diverse product offering’ and 
‘mainly seasonal products are on sale’) are borderline and can be classified as ‘basic’, but none for Germany. This 
could be because farmers markets are seen not as just places to shop, but as something special - somewhere people 
do not go to buy everyday goods, but go to buy special, more pleasurable or hedonistic, goods. Therefore, they do 
not have preconceived notions of what to expect and therefore there is nothing which disappoints them if they do not 
get it. 


There are a few of the attributes that were classified as ‘indifferent’, namely ‘the ability to draw money from an ATM 
at the market’ for South Africa, which is understandable since payments are mostly made by credit/debit card or by 
mobile payment methods. For Germany, ‘the variety of payment modes that are available at the stalls’, ‘availability of 
parking’, ‘the entertainment, which includes live music, buskers, etc.’ and ‘the ability to draw money from an ATM at 
the market’ were classified as ‘indifferent’. These too are understandable as most farmers markets are in city or town 
centres so ability to draw money and the provision of entertainment is provided by the surrounding shops rather than 
by the market. Furthermore, good public transport and easily obtained parking makes the parking issue ‘indifferent’. 
In addition, most German customers expect to pay cash at a market, so payment methods become ‘indifferent’. In 
contrast a ‘variety of payment methods’ is a ‘delighter’ in South Africa, which also makes sense considering the variety 
of payment methods South Africans use, namely, cash, credit/debit cards and mobile payment methods. 


ATMs for cash withdrawal are clearly indifferent in South Africa and parking, entertainment, and places to socialise 
are on the edge between ‘indifferent’ and ‘performance’ requirement. The r? are also very low for these criteria. 
Furthermore, if the level of satisfaction is taken into account (means for ATMs = 4,47; parking = 5,14; entertainment 
= 4,95, places to sit and eat = 5,03) there is definitely no need for improvement or for investment in those aspects, 
since the satisfaction is already high. 


So, excluding the few ‘basic’ or ‘indifferent’ attributes, the rest of the attributes are split between ‘performance’ and 
‘delighter’ and listed in ascending order from highest to lowest satisfaction level, as shown in Table 8, and discussed 
below. 


Since there are more performance attributes in South Africa, it can be concluded that it would be more difficult in 
South Africa, and easier in Germany, to satisfy farmers’ market customers — there is more that the farmers’ market 
management in South Africa must focus on to keep customers satisfied. They must put more effort into achieving 
customer satisfaction than German farmers’ market management. In Germany there are more attributes that can be 
focused on to delight customers, and so there are more opportunities, and it would be relatively easier, for farmers’ 
market managers in Germany than in South Africa to delight and surprise customers. Generally, it appears as if 
managing a farmers’ market in South Africa is more difficult than in Germany because South African customers 
appear to have greater expectations, and they seem to be more aware of what they expect from a farmers’ market. 


Factors encouraging and discouraging attendance at farmers’ markets: An application of the Kano model 71 


TABLE 8 
‘PERFORMANCE’ AND ‘DELIGHTER’ ATTRIBUTES BY COUNTRY 














South Africa Mean Germany Mean 
Products are locally produced 6.02 Politeness and helpfulness of stall holders 5.55 
Politeness & helpfulness of stall holders 5.84 Mainly seasonal products are on sale 5.53 
The variety of food on offer 5.83 Authentic shopping experience: real, not fake 5.35 
Authentic shopping experience: real, not fake 5.78 Transparency of products, know source 5.32 
Unique shopping experience, different to mall 5.74 Unique shopping experience, different to mall 5.29 
Uniqueness of products on sale 5.73 The convenience of the location 5.17 
Value for money from farmers’ market 5.70 Able to get good advice from stallholders 5.11 
8 Transparency of products, know source 5.65 Products are locally produced 5.07 
E Reduced carbon footprint, less transport 5.63 A place that a family can visit 5.07 
F Interesting product displays add atmosphere 5.55 Value for money from farmers’ market 4.95 
Able to communicate with original producer 5.51 The level of prices 4.78 
Lively atmosphere, crowds, sounds, smells 5.45 
Your favourite stallholders are there 5.36 
Achild friendly place 5.36 
Availability of parking 5.14 
Comfortable places to sit, eat, socialise 5.03 
Entertainment, incl. live music, buskers 4.95 
Quality and freshness of food 6.16 Quality and freshness of food 5.77 
Being able to support local producers 6.12 Being able to support local producers 5.63 
Products are natural and/or organic 5.89 Products are natural and/or organic 5.49 
Aplace that a family can visit 5.78 Rich and diverse product offering 5.33 
The feeling of safety you get there 5.52 The variety of food on offer 5.31 
Able to get good advice from stallholders 5.46 Lively atmosphere, crowds, sounds, smells 5.31 
s The level of prices 5.44 Reduced carbon footprint, less transport 5.23 
S Opening hours 5.42 The feeling of safety you get there 5.21 
8 The convenience of the location 5.25 Able to communicate with original producer 5.20 
Being able to bargain with stall holders 5.24 Interesting product displays add atmosphere 5.16 
Variety of payment modes at stalls 4.97 Uniqueness of products on sale 5.07 
Opening hours 4.90 
Your favourite stallholders are there 4.90 
Achild friendly place 4.78 
Able to bargain with stall holders 4.67 
DISCUSSION 


A brief review of the results obtained from this study is presented below, along with a discussion on how these 
results compare with those of previous studies, which mostly took place elsewhere in the world. This discussion is 
structured according to the three main objectives. 


Objective 1 - what attracts customers to farmers’ markets 


According to Kano the highest level of attraction is gained when a ‘delighter’ with high satisfaction level is present 
(Schuckel & Dobbelstein, 2001). This is because fulfilled ‘delighters’ make the consumer enthusiastic, which increases 
customer loyalty and positive word of mouth. In other words, the higher the satisfaction within the ‘delighter’ criteria, 
the higher the attraction. To identify such high satisfaction ‘delighters’ that are the key attractors, a mean of 5.5 was 
taken as the threshold cut off - above this implies really satisfied. Based on this criterion, the following ‘delighters’ with 
high satisfaction levels” are obtained for each of the countries: 
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South Africa 

Quality/freshness of food (6.16) 

Able to support local producers (6.12) 
Products are natural/organic (5.98) 
Place that family can visit (5.78) 
Feeling of safety (5.52) 

Germany 

Quality/freshness of food (5.77) 

Able to support local producers (5.63) 


Products are natural/organic (5.49) 


Previous research identified one of the main items that attracted customers to shop at a farmers’ market as the 
produce, which was often perceived to be at a higher quality level, especially in terms of freshness, the fact that it was 
locally produced, and also because it was more likely to be natural and organic (Renko and Petljak 2018; Onederra- 
Aramendi, 2018; Byker et al. 2012; Murphy 2011). The results of this study concurred with much of the findings of 
previous research, indicating that both South African and German respondents had all three of these items high 
on their list. A previous South African study noted that location and the variety of merchandise on offer were also 
important items (de Villers et al. 2017), which were supported by this study. Renko and Petljak (2018) and Byker et al. 
(2012) were in agreement with this, finding that the merchandise assortment on offer was also significant. Figueroa- 
Rodriguez et al. (2019) commented on the atmosphere, where the shoppers’ needs were satisfied by an atmosphere 
that was unique and relaxing. This study found that South African shoppers were of a similar mind, stating that they 
enjoyed a market that was a destination, where they were able to enjoy a day out with their family. 


It is interesting to note that the top three criteria for both countries are the same, indicating the critical importance 
of these factors. Clearly these are factors that both farmers’ market organisers and stall holders should pay special 
attention to. It is also interesting to note that the next two most important attractors for South Africa are related to the 
unique South African situation, namely the requirement for a family friendly place where people can feel safe. 


Objective 2 - what discourages customers from attending farmers’ markets 


According to the Kano theory, there are two situations that lead to discouragement of purchase or, in this 
case, attendance. The worst situation is if a ‘basic’ requirement is not fulfilled. In other words, an unfulfilled ‘basic’ 
requirement will stop a consumer from buying a product, or in this case, attending the farmers’ market — satisfaction 
cannot be reached when there are unfulfilled ‘basic’ factors. For South Africa there are two ‘basic’ requirements “Rich 
diverse product offering” (with a mean satisfaction of 5.73) and “mainly seasonal products on sale” (mean satisfaction 
of 5.59). The means for satisfaction with both these two criteria are in the higher area (above the 5.5 threshold cut 
off), which implies that there is no discouragement to attend South African farmers’ markets due to unfulfillment of a 
‘basic’ factor. For Germany no ‘basic’ factors were identified and so attendance at German farmers’ markets is also 
not discouraged by unfulfilled ‘basic’ factors. 


The second situation that leads to discouragement of attendance is where a ‘performance’ requirement is not 
fulfilled. Using a mean of 5 as a threshold cut off (below 5 is not really satisfied as this is only marginally above 
neutral), the following ‘performance’ factors, which have the potential to discourage attendance at farmers’ markets 
when they are lacking, were identified: 
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South Africa 

Entertainment, including live music, buskers (4.95) 
Germany 

Value for money from a farmers’ market (4.95) 
The level of prices (4.78) 


Comfortable places to sit, eat, socialise (4.15) 


Regarding the ‘performance’ factors, the lower the satisfaction level the higher the discouragement. No criteria 
strictly fulfilled the requirements of ‘dissatisfaction’ and thus discouragement. However, because of the relatively 
low satisfaction levels as shown above, ‘entertainment’ in South Africa and ‘value for money’, ‘level of prices’ and 
‘comfortable places to sit, eat, socialise’ in Germany are on the verge of discouraging people to attend farmers’ 
markets in those countries. 


Previous studies suggested that items that might discourage attendance included poor weather conditions, which 
might translate to a lack of protection from the weather, too many people, poor quality food offerings along with poor 
product assortments, and high prices (Renko and Petljak 2018; Murphy 2011; Colasanti, et al. 2010). Other studies 
(e.g., Byker et al. 2012) cited problems with opening hours and location, which included poor visibility and parking 
(Colasanti, et al. 2010). The findings of this study mostly concurred with previous research, with German respondents 
indicating that price was also paramount for them, with perceived high prices serving to discourage their attendance. 
Furthermore, items that pertained to location concurred with some of the items raised by previous studies. For 
example, the need for comfortable places to sit and socialise (in Germany), along with a conducive atmosphere which 
could be created through the offering of entertainment (in South Africa). 


Objective 3 - what are ‘basic’, ‘performance’ and ‘delighter’ factors for farmers’ markets? 


As mentioned previously, there were no ‘basic’ factors for German farmers’ markets, and only two for South 
African markets, which were ‘the rich and diverse product offering’ and ‘mainly seasonal products are on sale’. Table 
8 illustrates the ‘performance’ factors and the ‘delighters’ for the two countries. However, it would be improbable 
for farmers’ market organisers to concentrate on all these factors, so only those with the highest impact have been 
identified. ‘Performance’ factors have a negative influence on satisfaction if they are not fulfilled and a positive influence 
if they are fulfilled. Therefore, for each country, the three with the strongest negative impact (i.e., with the lowest 
satisfaction) and the three with the strongest positive impact (i.e., highest satisfaction) were selected. These will be 
the factors upon which the recommendations will be focused and upon which the organisers should concentrate, as 
these are the factors with which a market can gain and lose the most satisfaction. 


Considering the ‘delighters’, those with the highest satisfaction level are the real ‘attractors’, as discussed under 
Objective 1 above, and therefore the three with the highest satisfaction levels, namely ‘quality and freshness of 
food’, ‘being able to support local producers’ and ‘products are natural and/or organic’ are the most important factors 
for farmers’ markets in both Germany and South Africa. Since all ‘delighters’ are potentially important, it would be 
relevant for market organisers to also focus on ‘delighters’ that have the lowest satisfaction levels as shown in Table 8, 
namely ‘variety of payment modes at stalls’ in South Africa and ‘opening hours’, ‘your favourite stallholders are there’, 
‘a Child friendly place’ and ‘able to bargain with stall holders’ in Germany. 


Objective 4 - does the Kano model differ for a developed versus a developing country? 


Table 8 shows that there is a definite difference in the South African Kano model and the German Kano model. The 
South African model tends to focus on more ‘performance’ factors and fewer ‘delighter’ factors, whereas Germany is 


74 The Retail and Marketing Review: Vol 17 Issue 1 (2021) ISSN: 2708-3209 


the opposite. This seems to imply that South African customers have a clearer understanding of the attributes and 
criteria that they find pleasing about farmers’ markets, and that there is less that the market organisers can do to delight 
or surprise South African customers. What is critical is for the market organisers to ensure that all the ‘performance’ 
factors are provided as perfectly as possible. In Germany, on the other hand, there are fewer ‘performance’ factors 
and more ‘delighter’ factors. Thus, if the ‘performance’ factors are provided satisfactorily, there are more opportunities 
for market organisers to continuously do things that will surprise and delight customers and keep them coming back 
to that farmers’ market. This conclusion implies that South African market managers must work harder to maintain 
satisfied customers, whereas German market managers may find it a bit easier to maintain customer satisfaction and 
thus be able to find additional opportunities to surprise and delight their customers. 


Objective 5 - provide marketing advice to farmers’ market organisers 


Considering that most of the factors, for both South Africa and Germany, have relatively high satisfaction levels, 
the first recommendation for farmers’ market organisers is to do everything in their power to maintain these high levels 
and to use them in their promotional activities to attract consumers to their markets, especially for those ‘performance’ 
factors that are high for both countries, namely ‘politeness and helpfulness of stall holders’, ‘authentic shopping 
experience: real, not fake’ and ‘unique shopping experience, different to malls’, plus for South Africa ‘variety of food on 
offer’ and ‘products are locally produced’, and for Germany ‘mainly seasonal products are on sale’ and ‘transparency 
of products, know the source’. Furthermore, such market organisers should also strive to maintain the key ‘delighters’ 
which also help to encourage attendance at markets, namely ‘quality and freshness of food’, being able to support 
local producers’ and ‘products are natural and/or organic’. 


Since all ‘performance’ factors can be important and dissatisfaction can turn some customers away, it is also 
important for organisers to improve ‘performance’ factors with the lowest satisfaction levels. For South Africa this is 
‘availability of parking’, ‘comfortable places to sit, eat, socialise’ and ‘entertainment, incl. live music, buskers,’ and for 
Germany it is ‘a place that a family can visit’, ‘value for money from farmers’ market’ and ‘the level of prices.’ Improving 
such factors may attract consumers who do not yet attend farmers’ markets, or who do not attend regularly. 


To encourage new attendees and to encourage more frequent attendance, ‘delighters’ can be helpful to surprise 
and delight consumers, leading to a desire to revisit. Therefore, the ‘delighters’ that scored satisfaction levels below 
5 should be addressed by market organisers, taking action to improve these levels. These factors include ‘variety of 
payment modes at stalls’ for South Africa and ‘opening hours’, ‘your favourite stallholders are there’, ‘a child friendly 
place’ and ‘able to bargain with stall holders’ for Germany. 


CONCLUSION, CONTRIBUTIONS, LIMITATIONS AND FURTHER RESEARCH 
Conclusion 


As set out in the objectives, Kano models were developed for South African and German farmers’ markets. These 
models show that there are relatively few ‘basic’ factors (and none for Germany). This is unusual, but it may be 
because farmers’ markets are seen as a special form of shopping, a place where people do not go to for their 
everyday, necessary goods, and so they do not have the expectations that shoppers have for, for example, grocery 
chain stores or shopping malls. There is therefore nothing which, if they do not get it, would disappoint them. 


Both countries see ‘politeness & helpfulness of stall holders’ and authentic shopping experience: ‘real, not fake’ 
as very important ‘performance’ factors, but South Africa places importance on ‘products are locally produced’ and 
‘the variety of food on offer’, whereas Germany places emphasis on ‘mainly seasonal products are on sale’ and ‘the 
transparency of products, knowing the source”. It is noticeable that these factors are predominantly about the product, 
which is understandable considering the origin and intention of farmers’ markets 
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Both South African and German markets have the same ‘delighters’ namely, ‘quality and freshness of food’, ‘being 
able to support local producers’ and ‘products are natural and/or organic’. These ‘delighters’ are also focused more 
on the product aspect than other factors relating to the price, promotion or place components of the marketing mix. 


Contributions 


Farmers’ markets are popular and a growing trend, and there has been considerable research on them in the 
developed world, like Europe, Canada, USA and New Zealand, as well as in developing countries in the East, such 
as Hong Kong, India and Bangladesh. However, little research has been conducted on farmers’ markets in South 
Africa. Thus, this study has contributed to knowledge about consumer behaviour at farmers’ markets in South Africa, 
differentiating it from consumer behaviour at farmers markets in a developed country, and thus providing additional 
knowledge about such consumer behaviour according to the level of a country’s development. 


The nature of the methodology has also made a unique contribution as, to the researchers’ knowledge, no analysis 
of consumer behaviour at farmers’ markets in South Africa, or in fact in the world, using a Kano analysis has ever 
been done. This study thus has added to the literature on Kano analysis, both in terms of farmers’ markets and South 
Africa. 


Limitations and further research 


Like all research, this study has its limitations. First, since the results are delimited to South Africa and Germany, 
the results cannot be extrapolated to farmers’ markets in other countries. Second, although the German sample 
was representative of the German population, the South African sample was limited to LSMs 7 to 10. Although most 
visitors to farmers’ markets in South Africa probably fall in these LSM categories, this may be changing as lower 
LSMs become more urbanised and wealthier and aspire to the purchase behavioural characteristics of the LSM 7 to 
10 categories. Therefore, to avoid sample bias, it is suggested that similar research in LSMs 5 and 6 be conducted. 
Third, since the regression analysis explained relatively little of the variation, a qualitative study could help to identify 
other possible attributes and to better understand those identified by this study. 
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ABSTRACT 


The significance of service quality has gained a huge amount of concern in the service industry. This study provides 
the results of research carried out to identify the expectations of customers with respect to quality of services delivered 
by quick service restaurants. Identifying the factors that influence the expectations of customer is of paramount 
importance to evolve service strategy which determines the future of this business. Investigation of the topic is done 
taking five components of service quality i.e. tangibility, reliability, responsiveness, assurance and empathy which 
is carried out for evaluating the service quality offered by fast food chains to its customers. An exploratory study is 
carried out to comprehend the strategies adopted by different fast food brands to match the expectations of customers 
in Mysore city. Primary data were obtained by administering structured questionnaires on a cross-section of 300 
Customers of quick service restaurants who patronized quick service restaurants. A multistage random sampling 
technique was employed to select five (5) quick service restaurants from the city namely McDonald’s, Kentucky Fried 
Chicken (KFC), Pizza Hut, Domino’s Pizza and Café Coffee Day (CCD). The data collected from customers are 
analyzed with the help of SPSS. The study reveals an empirical analysis, which showed that the most expected factor 
by customers is tangible elements in fast food restaurants like appearance of physical facilities, equipment, personnel 
and communication materials. Tangible element alone represents the total sum of square of 3.23 in the study. The 
study therefore, concludes that apart from tangibility other two components namely Service Reliability (Accessibility, 
Continuity and Performance) and Empathy are the most expected service quality dimensions from quick service 
restaurants. The results of the research can be useful for fast food companies, as they should often change and 
upgrade their service quality accordingly to the expectations of customers by adopting suitable marketing techniques. 
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INTRODUCTION 


To stand out in a crowded food industry, fast food chains are not only focusing on food and quick service quality, 
but on creating a whole quality experience seeing that the current phase is the ‘Era of Quality’. According to Grzinic 
(2007), quality as a concept is a complex term, made up of several element and criteria. All quality elements are 
equally important in order to obtain one hundred per cent quality. It is therefore important to focus on components of 
service by delivering the service to the expectations of the customers as delivering quality service to customers is a 
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must for success and survival in today’s competitive environment (Samli and Frohlich, 1992). Hence only those fast 
food companies that are capable to endure can provide better quality products and render service to the customer’s 
expectations. The service quality of fast food chains is the understanding that the services offered by fast food 
restaurants have more quality attributes that are not there in a competitor’s service and outstandingly differentiate 
their quality of service from other brands. Conversely, proper quality control ensures most effective utilisation of 
available resources and reduction in cost of production for fast food companies. For this reason, fast food companies 
are trying to focus on quality food products and services that fulfill the expectations of customers and measure them 
with up to the services offered by their competitors. 


Objectives 
1. To analyse service quality dimensions of fast food restaurants in Mysore city. 
2: To examine the service quality expectations of customers in fast food outlets. 


3. To examine the factors that influence customers’ expectation and acceptance of quality. 


Scope of the Study 


Demographic variables such as age, gender, occupation, income and customer acquaintance variable like 
service quality are analyzed. The data for the study is collected from customers in fast food outlets. McDonald’s, 
Kentucky Fried Chicken (KFC), Pizza Hut, Domino’s Pizza and Café Coffee Day are the five companies considered 
for measuring the overall effectiveness of service quality expectations from consumers and to evaluate the vital 
essentials of service quality. The sample comprises of 300 fast food customer respondents where the study is done 
predominantly in Mysore city. 


Research Methodology 


An exploratory, analytical and descriptive study is carried out with a view to identify the service quality expectations 
of fast food customers in Mysore city. The research methodology for the study is summarized as follows: 


Source of the Data 
The proposed research involves both primary and secondary data. 


° Primary data: Primary data on service quality expectations are collected through the structured questionnaire. 
The primary data is collected from customers. 

° Secondary data: The secondary data is extracted from different published sources such as manuals and reports, 
magazines, voice and data magazine, research articles, books and selected websites. 


Data Analysis Tools and Techniques 


To analyse the data composed from customers and to verify the hypothesis, various statistical methods and tools 
have been used for the study. From the data analysis, various tables and charts are being obtained. Cross tabulation 
is extracted to understand the customer expectations on service quality dimensions in fast food outlets. Hypothesis is 
tested with the use of KMO and Bartlett’s Test. The data collected from customers are analyzed with the help of SPSS. 


STATEMENT OF INTENDED CONTRIBUTION 


The proposed research paper is imperative as it attempts to understand the expectation of customers with respect 
to service quality that are offered by fast food restaurants in Mysore city. It focuses on investigating the influence of 
service quality dimensions on customers and hence the analysis and interpretation is done on components of service 
quality by using suitable statistical tools. The study is conducted only in Mysore city with a pre decided sample of 
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respondents. As a result, the analysis is done on the basis of information provided by the sample respondents which 
may not be entirely faultless and generalizations drawn on the basis of the study may not be extended to the whole 
population of fast food consumers. 


REVIEW OF LITERATURE 


Kotler (2002) state that the product quality is characteristic of a product or service that relies on its ability to satisfy 
customers’ needs. According to Mowen and Minor (2002), the quality of the products or services is defined as a 
comprehensive evaluation of the goodness of the performance of goods or services. Kotler and Armstrong (2004) 
state that the product quality is the ability to demonstrate a product in its function, it includes the overall durability, 
reliability, accuracy, ease of operation and repair products are also other product attributes. In the words, quality 
is the totality of characteristics and features of service or product that carries its ability to satisfy stated needs of 
customers (Kotler, 2003). Similarly, Quality is known as multi-dimensional phenomenon so that reaching the quality 
of service without distinguishing the major aspects of quality is far from possibility. Quality of service includes three 
output dimensions: service performance quality, technical quality and organization’s mental picture (Gronroos, 1996). 


According to Gronroos (2007), service quality is an important outcome of comparison between customer 
expectations before and after their experience of the service. If customers view that their expectations for service 
performance conform their perceptions of the service, this situation may lead to induce the notion of service 
quality (Gronroos 2007, Kitapci, AKdogan & Dortyol 2014). A systematic investigation of successful service based 
organizations/companies discloses that the ability of service providers to appropriately implement tangible, reliability, 
responsiveness, assurance and empathy in executing daily job may have a significant impact on positive customer 
outcomes especially customer satisfaction (Azman et al. 2016, Hussain et al. 2015, Rao Kondasani, Panda 2015). 


Besides, service quality is considered as adequate if expectations are met, but it is assumed to be unsatisfactory 
if it does not meet customer expectations (Ali, 2018). According to Wilson, Zeithaml, Bitner and Gremler (2012), 
there are five dimensions to measure service quality namely; (A) physical evidence (tangibles), that focuses on the 
elements that represent the physical services (B) Reliability that is the ability to provide services (C) Responsiveness 
is the willingness to help and provide fast service and appropriate to customers (D) Assurance, which is the ability 
to create trust and confidence for customer (E) Empathy that emphasizes on customer’s treatment as an individual. 


Similarly, a model which was developed in early 90’s by Parasuraman et. al. (1991) is an operational instrument 
which is used to measure the service quality construct. It is a multi-item scale developed to asses customer perceptions 
of service quality in service and retail businesses. The scale decomposes the notion of service quality into five 
constructs as follows: Tangibility, Reliability, Responsiveness, Assurance, and Empathy. The limitation of this model 
has since being published with emphasis that the classical model of Parasuraman et. al (1985; 1988) should not be 
generalized in all service sectors (Vandamme and Leunis 1993; Bowers et. al. 1994). 


RESEARCH GAP 


The review of literature reveals that much of the research work were undertaken by earlier researchers 
focused on the overall process of service quality whereas, this paper specifically deals with the customer expections 
on service quality dimensions of fast food restaurants in Mysore city. There is no extensive work done primarily on 
customers’ service quality expections from fast food restaurants, so the present study focuses mainly on the concept 
of quality of service expectations from customers in fast food outlets of Mysore city. 


On the other hand due to quick changing food consumption patterns among the people in Mysore city, a little has 
been done in this regard and the research studies hold few crucial dues in the modern areas of services marketing 
of fast food. Hence, there is a need for further more careful investigation of customer expectations on service quality 
dimensions within the section of fast food restaurants. 
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HYPOTHESIS 
Ho: There is no mutual influence of Service Quality Dimensions on customers. 


H:: There is mutual influence of Service Quality Dimensions on customers. (Accepted as the Significance value 
is 0.00). 


FAST FOOD RESTAURANTS 


Fast food restaurants are the most in vogue classification of the fragment which is likewise called fast food joints. 
They vend processed foods at reasonable value which has an average menu which incorporates burgers, pizza, 
milkshakes, french fries, and so forth with negligible table help and give a takeaway as well as home. 


India has observed a tremendous growth in Fast Food Restaurants (FFR) in the past 10-15 years. The concept of 
quick serving restaurants has been doing well in the nation because of shorter lead time and snappier food utilization 
choices for the purchasers. Fast food brands such as McDonald’s, Pizza Hut, Domino’s, KFC, Burger King and 
Subway are few famous quick service restaurants widely present in almost every city of the country. Therefore, fast 
food restaurants are contributing to the foodservice market in India significantly. 

FIGURE 1 


MARKET VALUE OF QUICK SERVICE RESTAURANTS (IN USD BILLION) 
INDIA, 2016 - 2020 
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Source: Mordor Intelligence 











Current Status 


Fast food restaurants have remained a very important segment of the country’s food market and have fully fledged 
over the years. Several fast food restaurants chains have congregated in the country over the past few years with 
particular food offering to the customers which is driving for the development of market. It is from metropolitans to 
cities, fast food brands are increasing into smaller cities with smaller configurations. The entire fast food market is 
approximately to be around 95,000 crore rupees. 


Key Players 


The series space in the fast food restaurant segment has nearly 100 brands with around 3,000 outlets spread 
across various cities. Indian and international chains both have the allocation in this sector. While known Indian fast 
food restaurants like Bikanerwala, Haldiram’s, etc. have a skew towards vegetarian food. Whereas the global players 
like KFC, McDonald’s, Domino’s Pizza, Pizza Hut, Subway etc. provide a combination of both vegetarian and non- 
vegetarian offerings. 
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Market Dominate by Internatinal Brands in India 


In early 90’s when Liberalization Privatization Globalization (LPG) was introduced in the Indian economy, that 
was the point in time when McDonald’s entered Indian market and was followed by other worldwide brands such as 
Kentucky Fried Chicken, Pizza Hut and Domino’s Pizza. Most of the international brands function all the way through 
the franchise model, which helps these companies to expand quickly with minimum principal amount of investment. 
These international brands especially the ones which are selected for the study have established themselves 
vigorously with good reputation. These international brands at present lead the Indian fast food market with an 
aggregate share of 63 percent. 


FIGURE 2 
BREAK-UP OF MARKET SHARE 
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Source: CRISIL Research 


The Five Servqual dimensions of Service Quality are as follows: 


° TANGIBLES - Appearance of physical facilities, equipment, personnel and communication materials. 

° RELIABILITY - Ability to perform the promised service dependably and accurately. 

° RESPONSIVENESS - Willingness to help customers and provide prompt service. 

e ASSURANCE - Knowledge and courtesy of employees and their ability to convey trust and confidence. 
* EMPATHY - Caring, individualized attention the firm provides its customers. 


In general, quality is the characteristics of products or services that depend on its ability to demonstrate its function, 
among others, the overall durability, reliability, accuracy, ease of operation and repair product attributes are also other 
products to satisfy consumer needs and wants. 


DEMOGRAPHY OF THE RESPONDENTS 


For the purpose of collecting primary data for the study, a structured questionnaire was administered to 300 fast 
food customers. The following is the demographic profile of the respondents: 
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TABLE 1 
DEMOGRAPHY OF RESPONDENTS 





Table 1 illustrates that out of 300 customers who have 

















Particular Sub-Category Frequency Percentage 

Gender Male 182 60.7% responded to the questionnaire consists of 182 male and 
Female 118 39.3% 118 female who belong to different age levels. Out of 300 
Total 300 100.0% 
= : respondents, 11 are between the age group of 10-18 

Age 10-18 Years 11 3.7% 
49-25 Years 63 91.0% years, 63 are between 19-25 years, the highest portion of 
26-35 Years 181 60.3% respondents 181 are between 26-35 years, 37 between 
36-49 Years 37 12.3% 36-49 years and finally 8 are 50 & above. In the survey, 

0, 

SP EnbOVe : ets the respondents were of different levels of education that 
Total 300 100.0% ; 

Qualification Schooling 13 4.3% is 60 are professional degree holders, 134 postgraduates, 
UG 93 31.0% 93 undergraduates and lastly 13 school level of education. 
Postgraduate 134 44.7% Sorting the respondents based on their income there are 48 
Plolzesionial degies pe ae respondents that are still not earning, 12 respondents are in 
Total 300 100.0% ; Rs4 9 

Gocupelion Snlcewita 15 5.0% the income group of Rs.5,000 - Rs.10,000, 23 respondents 
Student AQ 13.3% in the range of Rs.10,000 - Rs.15,000, 91 respondents in 
Govt. employee 31 10.3% the group Rs15,000-Rs.25,000 and the highest portion 
Private employee 189 63.0% of the respondents that is 126 are in the income group 
adel vi - f Rs. 25,000 and ab th. Further, based 
ial 900 100.0% of Rs. 25, and above per month. Further, based on 

meade NIL 48 16.0% the occupation, the respondents includes 245 working 
5,000 - 10,000 12 4.0% class people out of which 31 are government employees, 
10,000 - 15,000 23 1.1% 189 are private employees and 25 are Businessman/ 
15,000 - 25,000 91 30.3% ; : 

: Entrepreneur, 40 are still students and 15 are housewives. 

25,000 & Above 126 42.0% 
Total 300 400.0% Thus respondents are made up of individuals from different 





Source: Field survey income, education, gender and occupational background. 


DATA ANALYSIS AND INTERPRETATION 


The study brings out the opinions of customers surveyed from different fast food restaurants located at Mysore 
and a framework of statistical analysis to examine the service quality expectations of customers in fast food outlets. 


In Table 2 of 300 respondents, more than half of the respondents i.e., 186 respondents (62.0%) say that Tangible 
elements like appearance of physical facilities, equipment, personnel and communication materials create the centre 
of attention and hence it is clear from the study that customer expectations are always high on tangible elements 
of service quality. 61 respondents (20.3%) anticipates the ability to perform the promised service dependably and 
accurately i.e., Reliability followed by Empathy (12.0%). At last it is Responsiveness and Assurance is what customers 
expect the least which shows that these two elements of service quality have less effect on customers. So it is found 
from the study that Tangible, Reliability and Empathy are the most expected service quality elements in fast food 
restaurants by customers. 


The responses are found to be significantly associated which is supported by the significant contingency co- 
efficient [CC = 0.327, P Value = 0.003]. Therefore the association among the responses towards the customer’s 
expectations with respect to components of service quality is significantly associated. 
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TABLE 2 
CUSTOMERS’ EXPECTATION WITH RESPECT TO COMPONENTS OF SERVICE QUALITY 

Particulars ccD P Hut Domino’s KFC McD Total 
Tangibles F 14 24 38 52 58 186 

% 4.7% 8.0% 12.7% 17.3% 19.3% 62.0% 
Reliability F 7 21 8 19 6 61 

% 2.3% 7.0% 2.7% 6.3% 2.0% 20.3% 
Empathy Fo4 7 13 11 4 36 

% 0.3% 2.3% 4.3% 3.7% 1.3% 12.0% 
Responsiveness F 0 3 5 4 2 14 

% 0.0% 1.0% 1.7% 1.3% 0.7% 4.7% 
Assurance EF 0 1 0 1 1 3 

% 0.0% 0.3% 0.0% 0.3% 0.3% 1.0% 
Total F 22 56 64 87 71 300 

% 71.3% 18.7% 21.3% 29.0% 23.7% 100.0% 
Chi Square CC 0.327 

P Value 0.003 





Source: Field survey 


KAISER-MEYER-OLKIN AND BARTLETT’S TEST ON COMPONENTS OF 


SERVICE QUALITY 


KMO is a numeral value which measures the sampling adequacy of the variables considered for the study. The 


value of coefficient of sampling adequacy must be between more than 0.5. The Sampling Adequacy value in the study 


is 0.839 and therefore it is accepted. This basically shows that the five elements of service quality taken for the study 


are adequate in interpreting fast food customer expectations and in understanding the customer orientation. 


Bartlett’s Test of Sphericity explicates about the null and alternative hypothesis. The null is basically where there 


will be no co-relation or relationship among the variables. In the above table, the probability significance value is 


less than 0.05 i.e., 0.000 which means that there is mutual influence of service quality dimensions on customers that 


enhances fast food restaurants’ excellence in Mysore and thus, the Alternative Hypothesis is Accepted. Therefore the 


above test verifies the minimum standard for conducting factor analysis is being fulfilled. 


TABLE 3 
KMO AND BARTLETT’S TEST 




















Kaiser-Meyer-Olkin Measure of Sampling Adequacy 0.839 

Approx. Chi-Square 750.263 
Bartlett’s Test of Sphericity Df 10 

Sig. 0.000 

TABLE 4 
TOTAL VARIANCE EXPLAINED 
Initial Eigen Values Extraction Sums of Squared Loadings 

Component Total Variance % Cumulative % Total Variance % Cumulative % 
1 3.235 64.690 64.690 3.235 64.690 64.690 
2 0.731 14.614 79.304 
3 0.531 10.612 89.916 
4 0.260 5.194 95.110 
5 0.244 4.890 100.000 





Extraction Method: Principal Component Analysis. 
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Based on the Eigen Values, the factors where the value is bigger than 1.0 is considered for the study and it is only 
one factor which is considered. The remaining Eigen values are below 1.0 i.e., 0.731, 0.531, 0.260 and 0.244 which is 
not considered for the study. Therefore the Extraction Sums of Square reveals the number of factors that have been 
pulled out are most efficient. Out of five factors that are taken for the study only the first factor i.e., Tangible element 
of service quality is summarized with the total sum of square of 3.235. 


FIGURE 4 
SCREE PLOT 


Scree Plot 
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A plot on x axis of the Scree Plot taken from factors 1 — 5 are plotted based on Eigen values. The above graph 
manifestly shows that the kink curve which is plotted between the first and second factor is considered as the cut-off 
value. Hence from the study it is found that the determining number of factor is just one i.e., Tangible of service quality. 
It clearly signifies that among five dimensions of service quality, it is ‘visible’ aspects of the service which is the most 
expected and influencing factor for customers. 


LIMITATIONS OF THE STUDY 


The study is conducted only in Mysore city with pre-decided sample of 300 respondents. As a result, the analysis is 
done on the basis of information provided by the sample respondents may not be entirely faultless and generalizations 
drawn on the basis of the study may not be extended to the whole population of the diversified service quality of fast 
food chains. 


FINDINGS 


As services are intangible in nature, customers often rely on tangible cues to evaluate the service before its 
purchase. Even the present study reveals that tangibility is the most expected and influential element of service 
quality in fast food outlets. On the other hand, changing lifestyle and preferences along with busy schedule has made 
customers to expect a quick, accurate and timely service that should act upon its reliability in outlets. And finally to a 
small extent customer do expect service providers to understand their priorities (empathy) in fast food outlets. 
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Therefore, majority of the respondents view that the important element in determining the service quality in the 
context of fast food restaurants is servicescape. Exterior attributes such as good-looking design of the outlets, 
spacious parking facilities, identifiable signage around the building and hygienic surrounding environment and 
interior attributes such as modern designs, layout, air quality/temperature, attractive decor and most importantly the 
comfortable utensils with an eye-catching shape and design of edible products are the foremost expectations of fast 
food customers in Mysore city. 


CONCLUSION AND SUGGESTIONS 


There is a significant influence of service quality dimensions on fast food customers and the major expectations lies 
in tangibility, reliability and empathy followed by responsiveness and assurance. Tangible element of service quality 
is the most expected and influential factor among the customers in Mysore city. This clearly shows that customers do 
expect more of visible aspects of service and are more concerned about servicescape in fast food outlets. 


Service quality expectations of customers have an influential outcome which may lead to the diversion of customer’s 
mind that might affect their buying decisions. Hence, it is important to give extra attention to manage and provide good 
quality services that matches the expectations of the customers. Thus to match the service quality expectations of 
customers, fast food companies must focus on all dimensions of service quality, specially on tangible elements and 
provide services to the taste and preferences of customers in the outlets of Mysore city. 


Scope for Future Research: 


The present study primarily focuses on customer service quality expectations from fast food restaurants with 
respect to Mysore city only. Fast food restaurants in food and beverages sector are creating a competitive environment 
for future growth. This is absolutely going to attract more and new academic researchers in the upcoming years which 
provide a significant opportunity to understand and study the new service quality techniques and strategies that these 
fast food brands will possibly execute to manipulate the demand for their products and services in prospect. 
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